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PREFACE 


Largely in consequence of the extraordinary burdens borne by 
Germany, the economic crisis gripping the entire world has been 
felt most acutely in that country. The basic causes of the dis- 
quieting economic conditions now prevailing there were revealed 
in the six articles by leading German economists which appeared 
in the April issue of /nternational Conciliation. 

Since the summer of 1931, various attempts have been made to 
alleviate Germany’s financial distress. In September, 1931, there 
went into effect for a period of six months the so-called Standstill 
Agreement drawn up by the Committee of Bankers appointed by 
the Bank for International Settlements, on the recommendation of 
the London Conference of Ministers to consider Germany’s credit 
needs. Subsequently a second committee representing Germany’s 
foreign creditors agreed to prolong the Standstill arrangement 
for one year—to March I, 1933. 

In addition to the texts of the foregoing agreements, applying 
only to the commercial debts of Germany, the present document 
contains the text of the report of the Special Advisory Committee 
set up by the Bank for International Settlements to re-examine the 
whole question of Germany’s financial and economic situation. 
As a result of the publication of the Special Advisory Committee 
Report and an exchange of views among the governments princi- 
pally concerned in German reparation payments a conference is 
scheduled to convene in Lausanne in June to seek a solution of 
this pressing question. These documents are of primary impor- 
tance for an understanding of the international influence and effect 
of existing post-war international obligations. 


NicHotas Murray BuTLeR 
New York, April 5, 1932. 
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REPORT OF THE COMMITTEE 
APPOINTED ON THE RECOMMENDATION 
OF THE LONDON CONFERENCE 1931 


The communiqué issued at the close of the International Confer- 
ence, composed of representatives of the Governments of the 
United States of America, Belgium, France, Germany, Italy, Ja- 
pan and the United Kingdom of Great Britain and Northern Ire- 
land, which met at London from Monday, July 20th, to Thursday, 
July 23rd, contained the following paragraph: 

“The Conference recommend that the Bank for Interna- 
tional Settlements should be invited to set up without delay a 
Committee of representatives nominated by the Governors of 
the Central Banks interested to inquire into the immediate 


further credit needs of Germany and to study the possibilities 
of converting a portion of the short-term credits into long- 


term credits.” 


In accordance with his recommendation the Bank for Inter- 
national Settlements invited us to meet at Basle on August 8th. 
Having carefully considered the official documents laid before us 
setting out the German situation, we beg to submit the following 
conclusions regarding the two problems remitted to us: 


I. “THe IMMEDIATE FURTHER CREDIT NEEDS OF GERMANY” 


The crisis which has occurred in Germany during the last two 
months has supervened on a condition of exceptional world de- 
pression marked by a severe fall in wholesale prices on the inter- 
national markets of the world, by a drastic reduction in 
international trade, by very wide-spread unemployment in indus- 
trial countries and by acute financial difficulties for agricultural 
communities dependent upon export trade. As one of the great 
trading nations of the world, it was inevitable that Germany should 
feel the effects of the depression in an exceptional degree. It is 
important at the outset to recognize that the situation we have 
been asked to consider is in part a phase—albeit a very acute one 
—of a problem which has affected in varying degree all countries 
of the world, and that no permanent improvement in the German 
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situation can be looked for until the causes of the general depres- 
sion have been removed. On the other hand, Germany plays so 
important a rdle in the economic life of the world and in particu- 
lar of Europe that until the situation in Germany improves there 
can be no general recovery from the existing state of depression. 

There is, however, a special feature in Germany’s situation 
which has made her exceptionally vulnerable. We refer to the 
great increase in Germany’s indebtedness to foreign countries. 
Figures showing how this situation has arisen and the indebted- 
ness of Germany, when the crisis came, have been supplied to us. 

Statistics of foreign indebtedness and of some items in the in- 
ternational payments of a country are necessarily based in part 
upon estimates and sample inquiries. In those cases where it is 
possible to compare the figures put forward with figures compiled 
in other countries there is substantial agreement. But it is, of 
course, not possible to make any such check over the whole field. 
We believe, however, that the statistics supplied to us on the au- 
thority of the German Government present a picture which is a 
fair representation of the facts. 


Germany’s Increasing Indebtedness 


During the seven years 1924/30 inclusive, Germany’s foreign 
indebtedness grew faster than her foreign assets by RM 18.2 mil- 
liards. The total indebtedness increased to RM 25.5 milliards: but 
this is partly offset by Germany’s own investments abroad. 

This net influx of capital to the extent of RM 18.2 milliards 
together with 3 milliards which she has received for the services 
of her shipping, and other services rendered to foreigners, has 
enabled her: 

(a) to pay interest on her commercial debt amounting during 

the seven years to RM 2.5 milliards; 

(b) to add to her holding of gold and foreign devisen to the 

extent of RM 2.1 milliards; 

(c) to pay reparations amounting to RM 10.3 milliards, and 


(d) to pay for a surplus of imports over exports (including 
deliveries in kind) to the extent of RM 6.3 milliards. 


The situation regarding Germany’s balance of international pay- 
ments has not, of course, been the same in each of the seven years: 
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but Table I annexed to the Report shows that in four of the years 
in question Germany’s net borrowings abroad not only exceeded 
the interest, etc., on her commercial debt as well as her reparation 
payments but also enabled her to pay for a surplus of imports. 
This means that during these years, although German private bor- 
rowers provided the funds for paying the interest on their foreign 
debts and although the Government raised in taxation or otherwise 
the funds with which it met the external obligations of the State 
—whether political or commercial—the German economy drew 
capital into the country by means of high rates of interest to an 
amount greater than was paid out in these ways. The payments 
made to foreigners in these years therefore have not been effec- 
tively made out of Germany’s own resources, and will not be so 
made until such time as a corresponding part of these commercial 
debts are repaid by the export of gold, goods or services. 

In 1926 and in 1930, on the other hand, German borrowings 
were small and her exports showed an excess over imports while 
in 1929 imports and exports balanced. The following figures show 
the position in 1930 in comparison with that in 1929: 

















1929 | 1930 
in milliards of RM 
Imports . . 13.6 10.6 
Exports (including reparation deliveries in n kind) é 13.6 12.1 
Proceeds of export surplus . Peet 1.5 
Net proceeds of invisible exports (2 services, shipping, 
ote.) . , de 0.5 0.2 
Net foreign borrowings +7 0.7 
Net efflux of gold and foreign exchange of the 
ee eee yay «De 0.1 0.1 
Total available to meet foreign payments ... . 3-3 8 
Interest on commercial debts. . . . a aaa cat 0.8 0.8 
Reparations ....... + ey , te Fy 2.5 1.7 
3-3 2.5 


Thus, in 1930—an exceptional year in which prices of raw ma- 
terials fell rapidly—a favorable commodity balance was achieved 
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—in spite of lower exports—by a considerable reduction in imports 
due largely to the fall in prices. This together with the proceeds 
of invisible exports provided two-thirds of the amount required 
to meet Germany’s foreign obligations (which had been reduced 
in consequence of the lower reparation annuity payable under 
the Young Plan), leaving nearly one-third to be covered by 
borrowing. 

The capital position of Germany vis-a-vis foreigners at the end 
of 1930 appears to have been as follows: 


Total foreign investments in Germany . RM 25.5 milliards 


9-7 


“ ‘ 


Total German investments abroad 


Net debt to foreigners . . . . . . RM 15.8 milliards 


The weakness of the German financial situation arises from the 
fact that whereas about RM 5.3 milliards of Germany’s investments 
abroad at the end of 1930 (including the foreign exchange of the 
Reichsbank amounting to RM 08 milliard) were on short-term, 
Germany’s short-term foreign indebtedness amounted to no less 
than RM 10.3 milliards, this latter figure having increased from 
RM 4.1 milliards at the end of 1926. Of these RM 10.3 milliards, 
RM 1.1 milliards consisted of the short-term debts of the Reich, 
Federal States and Municipalities, RM 7.2 milliards of obligations 
of the banks and the balance of other short-term liabilities. No 
detailed analysis is available as to the source and nature of these 
debts as at December 31, 1930, but so far as the debts of the lead- 
ing German banks are concerned an inquiry in respect to the sit- 
uation on March 31, 1931, shows that out of a total of RM 5,636 
millions 37.1 per cent was due to the United States, 20.4 per cent 
to England, 13.9 per cent to Switzerland, 9.7 per cent to Holland, 
6.5 per cent to France, 2.2 per cent to Sweden and the remaining 
10.2 per cent to other countries. About 47 per cent of these debts 
consisted of foreign trade acceptance liabilities, 40 per cent of 
deposits, etc. payable in foreign currency and the remainder of 
Reichsmark balances of foreign creditors. 

A comparison of the foreign assets and liabilities of the German 
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banks shows that against these liabilities at the end of the year 
1930, amounting to RM 7.2 milliards, the German banks had short- 
term assets abroad amounting to RM 2.5 milliards. Part of the 
increase in the short-term debt between 1925 and 1929 was a nor- 
mal accompaniment of the increase which had taken place in the 
turnover of Germany’s foreign trade, which rose from RM 21% 
milliards in 1925 to over 27 milliards in 1929. The increase how- 
ever was quite out of proportion to the growth of foreign trade, 
and there can be no doubt that the short-term credits of German 
banks have to a very large extent been used in the internal econo- 
my of Germany as working capital and therefore cannot be readily 
withdrawn without grave damage to the financial structure. The 
greatest increase occurred in the three years 1927, 1928 and 1929, 
when the short-term foreign borrowings exceeded short-term lend- 
ing abroad by RM 4.3 milliards. It would have been better, of 
course, if these short dated debts could have been converted into 
long dated debt, certainly to the extent of establishing a fair 
equilibrium between what Germany owed at short-term and what 
Germany could pay within the same periods. But such conversion 
was not made and probably could not have been made. In conse- 
quence it is evident that short-term money was being used to do 
the work of long-term money, with corresponding risks to both 
borrowers and lenders. 


The Situation in 1931 


During the first six months of this year, although Germany’s 
exports fell off, her imports fell to a still greater extent and her 
commodity trade surplus (including deliveries in kind) amounted 
to RM 1 milliard, to which should be added RM 0.1 milliard for 
invisible exports. This failed to cover her external obligations 
(interest on commercial debt RM 0.4 milliard and reparations RM 
0.9 milliard) by RM o.2 milliard. There was also a very con- 
siderable outflow of capital funds which Germany had to meet. 

Figures of the capital position as at the end of June are not 
available, but investigations have been made into the situation in 
July. The statistics contained in Annex IV show that at the end 
of July the short-term debt of Germany excluding the credits re- 
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cently obtained by the Reichsbank compared as follows with the 
debt at the end of December 1930: 


December | July 31, 
31, 1930 193! 





ies in milliards of RM 





Short-term debt of Germany 





t 


Short-term debts of the public authorities . . . I.I 0.8 
Short-term debts of the banks: 

a) current account and acceptance liabilities . 7.0 

b) other liabilities ee aes 0.2 5: 
Other short-term liabilities . 2.0 o 
Total short-term indebtedness ........ 10.3 7.4 








Thus, the withdrawal of short-term funds amounted in the seven 
months to RM 2.9 milliards. In addition there was a certain 
amount of selling by foreigners of long-term investments in Ger- 
many, mortgage bonds, etc., and purchasing by Germans of long- 
term or short-term investments abroad. The sum of these move- 
ments appears to have amounted in round figures to about RM 
3% milliards. This outflow has been met approximately as to RM 1 
milliard from the foreign assets of the banks, as to RM 2 milliards 
from the assets of the Reichsbank (including about RM 630 mil- 
lions placed at the disposal of the Reichsbank by the Bank for 
International Settlements and Central Banks and by a New York 
Syndicate through the Golddiskontbank), and as to the balance 


from other German assets abroad. 


Germany’s Future Balance of Payments 


Whether under more normal conditions it is possible for Ger- 
many to provide out of her own savings the whole of the capital 
she needs for her internal development and in addition to meet in 
whole or in part her commercial and State obligations to foreign 
countries; or alternatively whether she needs a contribution from 
abroad—as in the last seven years—towards her internal capital 
requirements and to borrow the sums needed to meet the whole of 
her foreign obligations, is not a question that we have been asked 
We would only emphasize that if the piling of Pelion 
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on- Ossa continues and the obligations of each year are added to 
the debt, there must be a steadily increasing charge under the head- 
ing of interest (including amortization) on the commercial debt; 
and further, that if any considerable proportion of the growing 
debt is borrowed on short-term it will leave her increasingly vul- 
nerable to crises of the kind which she is now experiencing. It is 
not, however, necessary to attempt an answer to this question in 
estimating Germany’s immediate credit need, seeing that her bal- 
ance of payments has been almost entirely relieved from the 
payment of reparations for a period of twelve months. 


Immediate Needs 


The points to which we have specially directed our attention are, 
firstly, whether it is possible to prevent a further withdrawal of 
capital from Germany and to replace the short-term credits that 
become due; and secondly, whether it is necessary to replace from 
foreign sources all or part of the capital which has already been 
withdrawn. 


Standstill Arrangements 


With regard to the first of these points we have placed ourselves 
in touch with the banking groups which have been negotiating 
with Germany as to the terms on which existing short-term credits 
should be maintained. 

At our invitation representatives of these groups and of German 
banks met in Basle on Friday, August 14th, and after five days’ 
study and consideration have agreed upon and will recommend a 
plan of prolongation of such credits to the numerous creditor banks 
and bankers for their acceptance. This agreement provides for 
the continuation of credits to German debtors up to the total then 
outstanding for a period of six months from the date of the sign- 
ing of the agreement, subject to an arrangement being made with 
regard to the existing central bank credits. 

An individual agreement in an approved standard form will be 
made in every instance directly between the German Debtor and 
the Foreign Creditor. The form of this agreement has been drawn 
up so as not to interfere in any way with the normal relations 
previously existing between the parties; while it involves certain 
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specific assurances, it is essentially based upon the broad founda- 
tion of mutual confidence. 

Recognizing that it is to their interest to assist in every way 
possible to ensure the stability of the Reichsmark, the Foreign 
Creditors have come to an arrangement with Germany that the 
immediate release of their Reichsmark balances shall be only 
partial and that the remainder shall be gradually released during 
the term of the agreement. 

The plan further provides two forms of additional security to 
the creditors participating in the plan. One is to associate a direct 
responsibility on the part of the final credit-taker with that of the 
debtor bank itself. The other is an undertaking by the Deutsche 
Golddiskontbank to take over or to guarantee, within certain limits, 
the indebtedness to Foreign Creditors, thus lending the important 
support of the Golddiskontbank’s resources and prestige to the 
obligation. 

Provision has been made to secure by Government decree or 
otherwise that Foreign Creditors of German Banks shall receive 
equal protection to that of creditors residing in Germany. 

For the adjustment of any differences which may arise as to the 
interpretation and execution of this agreement the Bank for In- 
ternational Settlements has, at the request of all parties to the 
agreement and in view of its international functions, agreed to 
set up a Committee with full power to deal with such cases. The 
figures given in Annex V will give some idea of the sums involved. 

This agreement, however, does not directly cover certain other 
classes of Germany’s short-term debt, including those of the Ger- 
man Federal States and Municipalities, which amount to RM 355 
millions. Arrangements with regard to the renewal of such debts 
should be the subject of negotiation between creditor and debtor 
in each case. 

Replacement of Capital Withdrawn 

As regards the replacement of the capital that has been with- 
drawn, it is evident that the internal economy of Germany will 
continue under a condition of extreme strain until the situation of 
the Reichsbank has been relieved and a part at least of the cir- 
culating capital that has been suddenly withdrawn from the German 


economy has been replaced. 
[ 16] 
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Action by Germany 


There are two ways in which this might possibly be achieved by 
Germany without foreign assistance. The first is by the further 
sale of some of Germany’s foreign assets. According to the figures 
in Annex IV, these still amounted at the end of July to RM 8.5 
milliards. But the short-term foreign assets of the banks have 
been reduced since the end of 1930 by 40 per cent and it is to be 
remembered that considerable banking balances abroad are needed 
for the normal conduct of international trading operations. Of 
the other short-term assets, some are needed for current trade and 
others are not easily realizable. There remain about RM 5 mil- 
liards of long-term assets. Many of these assets also are not in 
a rapidly realizable form, and they include enterprises such as 
branches of German industries established in foreign countries on 
account of tariffs or as a means of carrying on German trade. 
The Committee is not of opinion that a plan based upon the mobil- 
ization of Germany’s assets abroad is practicable or would assist 
the economic recovery of Germany. 

The other possibility is for Germany to carry out a policy of 
acquiring foreign exchange by endeavoring drastically to reduce 
her imports while making every effort to maintain or even to 
increase her exports. The German Statistical Office estimates 
that it might be possible for Germany to reduce her imports in the 
last six months of the year to RM 2.5 milliards while exporting 
RM 4.5 milliards. These figures would then compare with recent 
years as follows: 





Estimated | Estimated 
1929 | 1930 tee - half | total for 
of 1931 1931 





(in milliards of Reichsmarks) 


ere ee i 3.8 





2.5 6.3 
DES. ww + sw | ee ee 4.8 4.5 9.3 
(including deliveries in 
kind) 
Surplus of exports. . . | .... 1.5 1.0 2.0 3.0 
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The imports to be paid for during the second half of 1931 would 
be further reduced if the suggestion were carried out that Ger- 
many should purchase considerable quantites of commodities on 
a three-years’ credit. This would further ease Germany’s foreign 
exchange situation. 

But even if this possibility be disregarded, it should be observed 
that an export surplus of RM 2 milliards out of a total export of 
RM 4% milliards involves a much greater disproportion between 
imports and exports than would be the case if both imports and 
exports were at a much higher level. It is clearly much more 
difficult to secure an export surplus of a given amount when prices 
are low and the volume of trade is small than when prices are 
high and the volume large. Some restriction of imports in rela- 
tion to exports and a régime of stricter economy in public as well 
as in some forms of private expenditure will be needed in the 
future to enable Germany to meet her annual commitments abroad 
and to repay the accumulation of debts that she has contracted in 
recent years. But to export nearly twice as much as she imports 
would—even if it were practicable—involve a serious dislocation 
of her economic life. To maintain exports (part at all events of 
which could at once be made from existing stocks) in the highly 
competitive conditions obtaining at the present time involves the 
sale of goods at very low prices, while the reduction of imports 
on the scale proposed involves a low level of consumption in Ger- 
many. It is therefore a policy of continued impoverishment and 
high unemployment brought about by restricted credit. Clearly 
also it will accentuate the world depression by reducing the sales 
of other countries to Germany and by creating intense competi- 
tion from her exports in other markets. If, as is to be feared, 
this results in the taking by other countries of counter measures to 
protect their markets the level of trade will be still further de- 
pressed. We consider it highly undesirable in the general interest 
that Germany should be compelled to adopt so drastic a solution. 


Long-term Credits Needed 


We arrive, therefore, at the definite conclusion that it is neces- 
sary in the general interest as well as in that of Germany: 


[18] 





21] 


187 


(1) that the existing volume of Germany’s foreign credits 

should be maintained, and 

(2) That part at all events of the capital which has been with- 

drawn should be replaced from foreign sources. 

It is, however, obvious that if the additional capital required by 
Germany were supplied in the form of short-term credits she would 
be faced with a still greater difficulty than at present in meeting 
the obligations that will become due in six months’ time when the 
period of prolongation of existing credits comes to an end. In 
these circumstances such additional credits are unlikely to be forth- 
coming from private sources. Indeed, the German member of 
our Committee did not ask that any such additional credits should 
be granted for fear of adding to the embarrassments of Germany. 

We are, therefore, of opinion that in order to ensure the financial 
stability of Germany, any additional credits provided should be in 
the form of a long-term loan and that such parts of the existing 
short-term debt as may suitably be treated in this way should be 
converted into long-term obligations. 


II. “PossIBILITIES OF CONVERTING A PORTION OF THE 
SHORT-TERM CREDITS INTO LONG-TERM CREDITS” 


The second part of our reference requires us to consider the 
possibility of Germany raising a long-term loan. 

When investors are asked to subscribe to a loan of this kind 
they look, among other factors, to the general economic situation 
of the country in question, to the balance of its trade with a view 
to seeing whether it can meet the services of the loan from its own 
resources either immediately or within a reasonable period of 
time, and to the budget situation in order to satisfy themselves that 
the country is on a stable monetary basis. 

In the case of Germany these three factors are by no means un- 
favorable. The London Conference recorded its opinion that the 
lack of confidence in Germany which caused the withdrawals that 
have precipitated the present crisis “is not justified by the eco- 
nomic situation of the country.” The best single index which 
supports this view, which we share, is the rapid recovery of Ger- 
many’s export trade in recent years. As regards the balance of 
trade, the statistics we have already given show that Germany was 
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able to convert an import surplus into an even balance in 1929 and 
to create an export surplus in 1930 and the first half of 1931— 
though in the later stages this has involved a lowering of the 
standard of consumption. 

As to the situation of her public finances, these have from time 
to time been the subject of criticism, which found expression in the 
report of the Dawes Committee, and later in the reports and other 
communications of the Agent General for Reparation Payments. 
The only comment we have to make on this subject is that the 
present Government has given proof of its determination in diffi- 
cult circumstances to put Germany’s public finances on a sound 
basis and that if this policy is rigorously pursued, it will greatly 
contribute to the improvement of Germany’s credit. 

It is, however, evident from the price at which Germany’s secur- 
ities are quoted on the Stock Exchanges of the world that without 
a restoration of confidence in the financial future of Germany to 
which the London Conference referred, it is impossible to raise 
any long-term loan on the credit of Germany alone. The funding 
™ excessiv e short-term indebtedness would itself help to improve 

> pe . But two fundamental difficulties remain which must 
“a f i. Feiudie. The first is the political risk involved. Until 
the relations between Germany and other European Powers are 
firmly established on a basis of sympathetic cooperation and mu- 
tual confidence and an important source of internal political diffi- 
culty for Germany thereby removed, there can be no assurance of 
continued and peaceful economic progress. This is the first and 
most fundamental condition of credit-worthiness. The second re- 
lates to the external obligations of Germany. So long as these 
obligations, both private and public, are such as to involve either 
a continuous increase in a snowball fashion of the foreign debt 
of Germany or alternatively a disproportion between her imports 
and exports on such a scale as to threaten the economic prosperity 
of other countries, the investor is unlikely to regard the situation 
as stable or permanent. Until the existing or potential creditors 
of Germany are in a position to foresee what her future situa- 
tion is likely to be in these respects a most serious obstacle exists 
either to the extension or even to the renewal of short-term credits, 
and to the raising of a long-term loan. We feel certain that the 
Government representatives at the London Conference, in taking 
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the responsibility of recommending the bankers of the world that 
they should take concerted measures to maintain the volume of the 
credits they had already extended to Germany, fully realized that 
their proposal was not a solution of the problem but a means of 
gaining time, during which steps for re-establishing the credit of 
Germany might be taken. 

But time is short. The body of the world’s commerce—whose 
vitality is already low—has suffered a severe shock in one of its 
chief members. This has resulted in a partial paralysis which can 
only be cured by restoring the free circulation of money and of 
goods. We believe that this can be accomplished; but only if the 
Governments of the world will realize the responsibility that 
rests upon them and will take prompt measures to re-establish 
confidence. Their action alone can restore it. We think it es- 
sential that before the period of prolongation of credits recom- 
mended by the London Conference comes to an end, they should 
give to the world the assurance that international political rela- 
tions are established on a basis of mutual confidence, which is the 
sine qua non of economic recovery, and that the international 
payments to be made by Germany will not be such as to imperil 
the maintenance of her financial stability. 

We wish, however, to recall that, as we said at the outset, the 
German problem is part of a larger issue which deeply affects many 
other countries of the world. In this connection we wish to make 
two observations. The first is that in order to revive demand and 
thus to put an end to the continued downward movement of prices 
—which is enclosing both debtor and creditor countries in a vicious 
circle of depression—it is essential that the normal process of in- 
vestment of fresh capital should be resumed, with a well defined 
economic purpose in view—namely, an increase in the purchasing 
power of the world. 

Secondly, we would point out that the case of Germany provides 
the most forcible illustration of the fact that in recent years the 
world has been endeavoring to pursue two contradictory policies, 
in permitting the development of an international financial system 
which involves the annual payment of large sums by debtor to 
creditor countries, while at the same time putting obstacles in the 
way of the free movement of goods. So long as these obstacles 
remain, such movements of capital must necessarily throw the 
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world’s financial balance out of equilibrium. Financial remedies 
alone will be powerless to restore the world’s economic prosperity 
until there is a radical change in this policy of obstruction, and 
international commerce—on which depends the progress of civil- 
ization—is allowed to resume its natural development. 

The clearly defined and technical investigation to which we have 
confined our attention does not permit us to offer suggestions of a 
political character. But we have felt it to be our duty to point 
out the reasons why it is impossible for the present to suggest 
definite plans for securing to Germany long-term credits. We 
wish, however, to add that if a situation were brought about, in 
which the confidence of the investing public in the future economic 
and political stability of Germany could be restored, we are satis- 
fied that the consolidation of a part of her short-term debt and the 
provision of the additional working capital needed by her trade 
and industry would present no serious difficulties. There are many 
ways in which this object could be achieved. If we refrain from 
putting forward detailed schemes to this end, it is only because 
of our conviction that action which lies outside our province must 
first be taken before any long-term German bonds, however well 
secured, can be sold. 

We therefore conclude by urging most earnestly upon all Govern- 
ments concerned that they lose no time in taking the necessary 
measures for bringing about such conditions as will allow financial 
operations to bring to Germany—and thereby to the world—sorely- 
needed assistance. 


Apert H. Wiccin (Chairman) 
ALBERTO BENEDUCE 

Dr. R. G. BINDSCHEDLER 

E. FRANCQUI 

P. HorsTEDE DE GROOT 

WALTER T. LAyTON 

C. MELCHIOR 

E. Moreau 

O. RypBECK 

T. TANAKA 


Basle, August 18, 1931 
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ANNEX IJ.—ORIGIN AND EMPLOYMENT OF NET ForREIGN EXCHANGE 
RECEIVED BY GERMANY FROM 1924 TO 1930 


m1 
The 


net amount of RM 18.2 milliards of Foreign Exchange 


which Germany received from 1924 to 1930 inclusive originated 


and was used as follows: 


(In milliards of Reichsmarks) 

















Origin Employment 
we = 7 aeons meee seen - io 
Long-term foreign loans, Adverse trade balance 
less redemptions, etc. 8.3 (after allowing for 4 mil- 
liards of deliveries in | 
kind) 6.3 
Net increase of short-term Interest 2.5 
bank debts since 1926 |} 2.5 
x | . 
Excess of known sales of se- | Reparations 10.3 
curities over purchases | E 7 
demu. 8s 4 bs 1.0 | Gold and devisen (Increase {| 
. Pe ico of gold 2.6, Decrease of 
Other known short credits— devisen 0.5) % 
net balance (mostly Reich, “— * Se 
States, etc.) 0 21.2 
Miscellaneous 5.4 | Less receipts from services 3.0 
18.2 18.2 
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ANNEX IV.—EsTIMATE OF ForREIGN INVESTMENTS IN GERMANY 
AND OF GERMAN INVESTMENTS ABROAD 


(In milliards of Reichsmarks) 

















Situation at end of 
December July 
1930—s| 1931 
| 
l 
FOREIGN INVESTMENTS IN GERMANY! 
- 
Short-term: 
PiuDiG RUtHOONMB, 2. 6 sil ese nw fed 0.8 
Banks 
(a) on current accounts and acceptance 
a fonts fae ) ‘ 
(b) other liabilities . | oe f 5: 
Other short-term ..... . 1 ae 1.5 
Reichsbank and Golddiskontbank credits | ... 0.6 
=| $0.3 |-— 8.0 
Long-term: 
Foreign issues ... . ot ea i a 8.5 
Mortgage credits, etc. 0.1 0.1 
German internal issues. 1 ee | 0.4 
Si a 9.0 
Other: 
Shares and other holdings .......4] 4.0 4.0 
mealeetate 3. 6 ke x ~ | 20 2.0 
——| 6.0/——_] 6. 
— a 
25-5 23.0 
| 
GERMAN INVESTMENTS ABROAD! 
. | 
Short-term: 
Reichsbank’s foreign exchange .... .| 0.8 0.3 
Other banks: 
(a) current accounts and drafts .. . | 2.0 i 
(b) other claims ... . | os ‘o 
Other short-term . . 12a | 17 | 
hy 5:3 | | 3-5 
Long-term . . | 4-4 | 5-0 
|.--— — 
9.7 8.5 
| 








1 Jt is to be understood that all these figures, in particular those of short-term claims, 


are estimates. , 
2 Probably only about RM 0.5 milliard of this sum is immediately available (see Annex V). 
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ANNEX V.—TOTAL OF SHORT-TERM ForREIGN COMMITMENTS AND 
SHORT-TERM FoREIGN CLAIMS OF THE GERMAN BANKS, DIVIDED 
ACCORDING TO THE DIFFERENT KINDs OF INDEBTEDNESS, COUNTRIES 
oF ORIGIN AND Dates oF Maturity [REeIcHsspANK DocuMENT] 
I. TOTAL FOREIGN INDEBTEDNESS OF THE GERMAN BANKS 


According to our estimate the short-term foreign indebtedness 
of all German banks amounted, middle of July, to about RM 5.1 
milliards, totalling as follows: 


big Berlin banks (6) 


(according to inquiry) . in round figures 3.1 milliards 
other banks supplying interim balances 

(estimated)... . . about 0.7 ” 
18 big private bankers 

(according to inquiry) . in round figures 1.- ” 
other banks and bankers not included 

in the inquiry (estimated) about 0.3 P 

Total: 5-1 milliards 


II, RESULT OF THE INQUIRY MADE IN RESPECT OF 28* GERMAN 
BANKS AND BANKERS ESPECIALLY CONCERNED IN SHORT-TERM 
FOREIGN INDEBTEDNESS 


As the present share of the short-term foreign indebtedness of 
these 28 banking institutions comprises about 85 per cent of the 
short-term indebtedness of all German banks, the results obtained 
by inquiry should prove correct on the whole for all German banks 
as to the different kinds of credit, their date of maturity and the 
principal countries of origin. The result of the inquiry made in 
respect of the 28 banks and bankers showed the following figures 
with regard to the short-term indebtedness for two maturities, end 
of March and about middle of July (the key dates lying between 
June 30th and July 20th), and with regard to the short-term for- 
eign assets for middle of July: 


*Including 6 big banks, 4 other banks supplying interim balances and 18 private bankers. 
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(1) Total short-term foreign indebtedness on March 31st and 
middle of July 1931: 









































; About middle of . 3 
| March 31, 1931 July 1931 Difference 
In millions} In {In millions} In [In millions} In 
RM q RM % RM % 
BPR ce ise sa 2,093 a9..3 1,629 37.1 464 37.2 
England. . . 1,153 20.4 1,051 23.9 102 8.2 
Holland... 546 9.7 336 7.6 210 16.8 
France ... 369 «||_—lC6.5 297 6.8 72 5.8 
Switzerland . 785 | 13.9 581 13.2 204 16.4 
Sweden ... 122 2.2 IOI a 21 1.7 
Other countries 571 10.2 398 9.1 173 13.9 
oe oe ge — — } i 7 r | — i | 
ee | 5,639 | 100.- 4,393 100.— [ 1,246 100.— 
| 








The total indebtedness to foreign countries stated above consists 
of the following classes: 


(A) Liabilities Arising from Debts Payable in Foreign Currencies 


























. About middle of ” 
| March 31, 1931 July 1931 Difference 
In millions} In {In millions! In {In millions} In 
RM % RM % RM | % 
U.S.A. -_ 496 22.1 266 3 | —230 —23.5 
England... 456 20.3 291 23.1 -165 -16.8 
Holland... 269 12.- 136 10.8 -133 —-13.6 
France mr 168 7.6 85 6.7 — 83 - 8.5 
Switzerland . 395 r7.7 263 20.8 —132 -13.7 
Sweden ... 66 2.9 33 2.6 —- 33 — 3.4 
Other countries 200 «| 174 188 14.9 —202 —20.5 
eet Se 2,240 | 100.- 1,262 100.— -978 —100.- 
| | 
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(B) Foreign Trade Acceptance Liabilities 















































About middle of . 
March 31, 1931 July 1931 Difference 
In millions} In |In millions} In {In millions} In 
RM % RM % RM % 
a. Pe 1,487 56.5 1,241 51.9 —246 -103.4 
England . 634 24.1 700 29.3 + 66 27:9 
Holland 135 5.1 105 4.3 — 30 - 12.6 
France 129 4.9 157 6.6 + 28 + 11.8 
Switzerland 235 9.- 189 7.9 — 46 - 19.3 
Sweden rae ae a ‘ +s92>-ogeerne 
Other countries 10 0.4 aes - 10 —- 4.2 
Total 2,630 | 100.- 2,392 100.- -—238 ~100. 
(C) Reichsmark Balances of Foreign Creditors 
, About middle of . 
March 31, 193! July 1931 Difference 
In millions} In {In millions} In {In millions} In 
RM % RM % RM 1 
1 ae 109 14.2 122 16.5 +13 + 48.2 
England . 62 8.1 60 8.1 - 2 - 7.4 
Holland 143 18.7 96 13.- — 47 174.1 
France 71 9.3 55 7.4 - 16 — 59.2 
Switzerland 154 20.1 129 17.5 — 25 — 92.6 
Sweden ; 56 a2 67 9.1 +11 + 40.7 
Other countries I7I 22.3 210 28.4 +39 +144.4 
Total 766 100.— 739 100.- —27 -100.- 





[ 29 ] 











198 


(2) Dates of Maturity of short-term foreign indebtedness (about 
middle of July). 


(Only liabilities arising from debts payable in foreign currencies 
and from trade acceptance credits) 





Liabilities 
Liabilities arising from 
arising from Foreign trade | debts payable 
debts payable acceptance in foreign 
in foreign credits currencies and 


from foreign 


currencies 
trade acceptance 


























credits 
Millions % Millions % Millions o 
/ 4 40 
RM RM RM 
| | 
aaa aac ine cia | a 
Maturing by end of July 586 40.5 523 21.9] 1,109 | 30.4 
Maturing by end of Aug. 304 20.1 735 39.7 1,039 | 28.4 
Maturing by end of Sept. 130 10.7 824 34-4 960 26.3 
Maturing by end of Oct. 46 3-0 215 9.- 261 7-1 
me re 4: et ale he. ag 154 12.2 95 4.- 249 6.8 
After previous notice 7 0.6 eats ee o hewe as 
Miscellaneous maturities . 29 2.3 . . er ees 29 ti 
Total Tae .. | 1,262 100.- 2,392 100.- 3,654 100.— 
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(3) The short-term foreign claims of German banks 


Almost the only information furnished by the banks in this 
respect is the statement of their credit balances maintained abroad 
(“Nostroguthaben”). Other claims on foreign debtors, or at least 
part of them—especially as far as participations, shares in syndi- 
cates and loans and advances are concerned—must be considered 
as more or less frozen, with the exception of holdings of bills and 
cheques. We have been informed that the total sum of available 
claims on other countries, composed mainly of “Nostroguthaben,” 
amounted to RM 520 millions as at mid-July, made up as follows: 








a %, 

uy, S. yt a ge pe are ee). = 223 42.8 
RIND gaa. ofp, ck uaicicttpdo cll eel dogaot ae a 96 18.5 
ES ee eee ee eee ee ee 59 11.4 
os ees, lea eee ee et ee 16 3- 
NEN Se rs ee oe ee eG 27 5:3 
NE Mee see ih Reeds ee 40 77 
Deere... FR ea eae a 59 11.3 
TE a sine « 6 la oe to 6 eRe 520 100.— 


Consequently the items specified above were covered as at mid- 
July, by relatively liquid claims on other countries (almost exclu- 
sively credit balances maintained with foreign banks) : 


(a) the total sum of short-term foreign in- 
debtedness , . as to 11.8% 


(b) liabilities arising frie debts sateble in 

foreign currencies and from foreign trade 

acceptance credits maturing between the 

middle and the end of July . . . . as to 46.9% 
(c) liabilities arising from debts ouinble in 

foreign currencies and from foreign trade 

acceptance credits maturing between the 

middle of July and the end of August . as to 24.2% 
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ANNEX VII.—POSITION OF THE REICHSBANK 
Principal Items 


(In millions of Reichsmarks) 





48.12.30 | | 33. Fae 


ASSETS 
Gold . ai oie ty hae 2,216 1,363 
(of which abroad) ; ’ pods. oe ae (222) (100) 
Foreign Exchange .. . Y ie oo hte 763 311 
(of which eligible as cov er). i Ligeti Acaw (469) (246) 
Total Gold and Foreign Exchange ..... 2,979 1,674! 
Inland Bills .. . 2,075 3,209 
—Do— set aside against the credits referred to 
ime the footnote oi. GO. Gee he Oe ae 455 
Reich Treasury Beals. ....:...6 + WOR By 206 249 
Lenn G6 eugene. OS. ch hb eee 256 347 


LIABILITIES 


protes tn circumatigm . . cts", a fee See 4,778 4,454 
Total sight liabilities . . ap eae. 652 834 
(of which due to public authorities) . ee (127) (149) 
PROPORTION to Note Circulation of 
Gold alone. . . Selh-asaonl kaa 46.4% 30.6% 
Gold plus eligible Foreign Exchange nehgat 56.2% 36.1% 


1 Against this should be set the liability of the Reichsbank on the foreign credit granted 
to it by the B. I. S., the Federal Reserve Bank of New York, the Bank of France and the 
Bank of England and on the credit granted by a Syndicate of New York Banks to the 
Golddiskontbank, amounting to a total of about RM 630 millions. 





[33] 





202 


ANNEX VIII.—Orp1tnary BupGEet ESTIMATES OF THE REICH 
1930 AND 1931 
Revenue 


(In millions of Reichsmarks) 








| | 
| 1930 | 1931 Increase | Decrease 


| 
Taxes on Peonaste al Daeaniat | 6,77 5,667 si 1,104 
Customs and Taxeson Consumption | 3,495 | 3,299 - 195 
Share in the net profits of the | 
Reichsbank 40 25 a 15 
Dividend on the Preference Shares | 
of the German Railway Company | 51 29 4: 22 


Advanced from the Extraordinary 
Budget out of proceeds of the sale 
of Preference Shares of the Ger- 














man Railway Company . 150 150 aod Deg 
Postal Service and Printing Office 
of the Reich .. . 149 244/ 95 
Reparations Tax of the German 
Railway Company . ; 660 660 ae te 
Other (administrative) Revenue . 243 215 oe 29 
‘OO «.. cop bbe tae « 3 2 ER eee 95 1,365 
ncgiehtaienianpiteieadeaati 
—1,270 
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Expenditure 


(In millions of Reichsmarks) 








1930 | 1931 | Increase} Decrease 
I. WAR CHARGES 
(a) External ee oe 1,818 | 1,794 24 
(b) Internal, including War 
Pensions ; rela 1,908 | 1,673 235 
II. FINANCIAL AND DEBT CHARGES 
(a) Debt Service . 505 481 24 
Extraordinary Debt Amor- 
tization . 465 420 45 
(b) Finance and Tax Admin- 
istration, not including 
Salaries . a tek dene os 94 76 18 
III. TRANSFERS TO THE STATES 
(a) Tax transfers Sie athe 3,383 | 2,573 810 
(b) Contribution to Police 
costs of the States 195 190 5 
IV. SOCIAL EXPENDITURE 
(a) Unemployment Relief . 730 845 EEG. cwka 3 
(b) Old Age and Disablement 
and Miners’ insurance 543 486 57 
(c) Relief for persons with 
small fixed incomes . 35 SOE cag Ae egatae 
Vv. EXPENDITURE ON PERSONNEL 
(a) Salaries, etc.. including 
Defence Force 853 741 112 
(b) Pensions, including De- 
fence Force . . 183 170 13 
vi. Defence Force, not including 
pay . 424 Lis. oanteeals aay 
VII. Transport System, not includ- 
ing pay... 137 123 14 
VIII. FOR ALL OTHER ADMINISTRA- 
TIVE DEPARTMENTS (supreme 
organs of the Reich, Foreign 
Affairs, internal administra- 
tion, housing, education, relief 
and pensions offices, adminis- 
tration of justice) 286 258 28 
Total 11,559 | 10,289 II5 | 1,385 
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REPORT OF THE FOREIGN CREDITORS’ 
STANDSTILL COMMITTEE 


(1) THe STANDSTILL PROLONGED FOR ONE YEAR 


Agreement has been reached between the Foreign Creditors’ 
Committee representing foreign banks which have extended short- 
term credits to banking, commercial and industrial concerns in 
Germany, and the German Committee representing the debtor in- 
terests. The creditor countries are: The United States of Ameri- 
ca, Belgium, Czechoslovakia, Denmark, England, France, Holland, 
Italy, Norway, Sweden and Switzerland. The existing Standstill 
was made in August of 1931 for a period of six months, which is 
to end on February 29th, 1932. The new agreement is to take 
effect on February 29th, 1932, and prolongs the existing Stand- 
still for a period of one year, with numerous modifications which 
experience has indicated as desirable, and with certain clauses 
permitting an earlier maturity if unfavorable developments should 
make it necessary for the creditors to resume their freedom of 


action. 


(2) THe RESPONSIBILITY OF THE GOVERNMENTS 


The Standstill was made at the recommendation of the London 
Conference of seven governments, namely Belgium, France, Ger- 
many, Great Britain, Italy, Japan and the United States, which 
in their Communiqué of July 23rd, 1931 said: 


“In order to insure maintenance of the financial stability 
of Germany, which is essential in the interests of the whole 
world, the Governments represented at the conference are 
ready to cooperate so far as lies within their power, to restore 
confidence. 

“The Governments ... recommend . . . for relieving the 
immediate situation: 

“First, that the central bank credit of $100,000,000 recently 
granted to the Reichsbank under the auspices of the Bank for 
International Settlements, be renewed at maturity for a period 
of three months. 

“Secondly, that concerted measures should be taken by the 
financial institutions in the different countries with a view to 
maintaining the volume of credits they have already extended 


to Germany. 
[ 38] 
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“The conference recommend that the Bank for International 
Settlements should be invited to set up without delay a Com- 
mittee of representatives nominated by the Governors of the 
Central Banks interested to inquire into the immediate further 
credit needs of Germany and to study the possibilities of con- 
verting a portion of the short-term credits into long-term 


credits. ... 
“The conference consider that, if these measures are carried 


through, they will form a basis for more permanent action to 
follow.” 


The committee would emphasize the responsibilities of the gov- 
ernments in these premises. In 1924, when the German position 
was acutely difficult, the governments provided a plan for the 
restoration of German credit and currency which included a pro- 
vision that transfers of payments from the German Government 
to other governments should not be made if the gold parity of the 
German currency were jeopardized thereby, and a further provi- 
sion that the Transfer Committee by a two-thirds vote should have 
the power to suspend both payment and transfer if Germany’s 
“fiscal or economic situation” were endangered by them. An es- 
sential purpose in this plan, as stated at the time, was to restore 
Germany’s foreign credit. Germany made great strides in indust- 
trial and commercial recovery in the years which followed, and in 
1929 the governments took the responsibility of removing these 
protective clauses, presumably on the ground that German credit 
was strong enough to do without them,—not foreseeing the im- 
pending world crisis. The confidence of the governments in Ger- 
many’s credit was so great as to justify them in inviting the 
private investors of the world to purchase the German Govern- 
ment’s External 542% Loan of 1930—65. Two-thirds of the pro- 
ceeds of this loan went into the Treasuries of the Creditor Gov- 
ernments. Finally in 1931, in the communiqué of the Seven 
Governments in London, from which we have quoted above, the 
following statement is made: 

“The recent excessive withdrawals of capital from Germany 
have created an acute financial crisis. These withdrawals 


have been caused by a lack of confidence, which is not justified 
by the economic and budgetary situation of the country.” 


The Creditors have taken the action recommended by the Gov- 
[30] 








ernments and endorsed by the central banks. But a Standstill in 
the nature of things is only a temporary measure designed to give 
time for a fundamental solution. Neither foreign creditors nor 
German debtors can control the main current of events, and both 
await the decisions of the governments. 


(3) Tue Position or GERMANY 


Before referring to the Agreement itself, the Committee wish 
to make certain general remarks. It is unnecessary for them to 
go into detail as to the economic and financial condition of Ger- 
many. Full information on this subject is contained in the reports 
of the Basle Committee of August last, and the Second Basle Com- 
mittee of December. They recommend that all creditors read these 
reports, the conclusions of which they endorse and emphasize. 

The main fact of which the Committee had to take note was 
that the German credit structure in general and the position of 
the Reichsbank in particular had been much weakened by the 
effects of the international crisis on Germany and of the very 
large withdrawals of short-term money in the last sixteen months, 
coming on top of the large external obligations due by the German 
Government. They found therefore that it was essential in the 
interests of the creditors, not to weaken the structure further by 
any immediate repayments, but to allow, for the time being, Ger- 
man recuperative powers to work to strengthen it. 

The process of liquidation has proceeded further in Germany 
than in any other great country, since Germany has been subject, 
not only to the effects of the world depression, but also to con- 
tinuing and exceptional pressure outside. Germany replaced the 
loss of a large part of her working capital due to the war, the 
heavy post-war payments to other governments, and the “infla- 
tion,” by long- and short-terms loans from abroad on a large scale. 
In the past sixteen months, she has, however, paid back to the 
world very large sums, to which we refer in more detail later, a 
process which has given evidence of her underlying strength, but 
has at the same time placed an extremely heavy strain on her 
whole internal and external credit structure. The process of read- 
justment, to which she has been forced, involving great unem- 
ployment, great internal restriction of credit and budgetary deficits, 
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has been necessary in order to maintain her exports, on which 
her capacity to pay her creditors entirely depends. 


(4) GENERAL PoLicy 


In view of these circumstances the Committee considered that 
the first interest of the creditors lay in strengthening the general 
credit system in Germany, and in particular the Reichsbank. It 
is their policy to protect the Reichsbank and the stability of the 
currency. The wisest policy is not to attempt to liquidate com- 
pletely the short-term debt, which indeed could not possibly be done 
without disaster, but to restore confidence so that foreign creditors 
will be willing to continue to grant credit to Germany. 

The short-term debt to be dealt with under the new Standstill 
Agreement already matured and maturing before March Ist, 1933, 
amounts to about 5,360,000,000 Reichsmarks. When the world 
returns to a normal condition, it will, in the opinion of the Com- 
mittee, not be difficult for a great country like Germany to carry 
a short-term debt of this amount. 


(5) EssenTIAL FEATURES OF THE NEW AGREEMENT 


The Committee summarize certain of the more important points 
of the new Agreement as follows: 
(a) The Protection of the Reichsbank and the Future Schedule 
of Repayment 
Repayments by Germany to foreign countries involve two steps: 


(1) Assembling the funds in the form of marks in Germany, 


(2) Transferring the marks into foreign currency through 
obtaining foreign exchange at the Reichsbank. 


The German Government stands in a difficult position with re- 
spect to both these operations. It has great difficulties in raising 
marks. Its tax revenues, hard hit by the acute and growing busi- 
ness depression, have been maintained only by repeated increases 
in rates of taxation. German taxes have now reached a level, 
which, as stated in the Basle Report of December 1931, cannot be 
exceeded. We concur in this view. The Government has also 
reduced expenditure drastically. Even so a fiscal deficit persists. 

The Standstill Agreement has no direct concern with German 
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Government debt. It is concerned with the short-term debt of 
German banks and businesses to foreign banks. These short-term 
debts represent funds which were used for business purposes and 
which, on the whole, were soundly used. The money was taken in 
good faith and in good faith the German debtors mean to repay. 
The credits were carefully given and in general represent strong 
names. This is abundantly demonstrated by the magnitude of 
repayments which have already been made, amounting to 5 bil- 
lion marks since the autumn of 1930, including 1200 million marks 
since July 31st, 1931. 

On the other hand this very heavy repayment has seriously de- 
pleted Germany of funds, has weakened the Reichsbank and the 
whole credit structure, and has affected German liquidity. Al- 
though for reasons already given no immediate repayments are 
fixed, at the same time foreign creditors wish to be assured that 
repayments on Standstill account will be made when and as the 
transfer facilities of the Reichsbank permit. They have accord- 
ingly, in cooperation with the German Banking Committee, pro- 
vided a flexible plan. 

The reduction in Standstill debt, which has taken place since 
the first Standstill Agreement is recognized in a Io per cent re- 
duction of the credit lines, as they existed at the time that Agree- 
ment began. This will occasion no demands on the Reichsbank 
for exchange. Not all creditors have received 10 per cent pay- 
ment, and some have received more than 10 per cent. Future cash 
payments, when determined, will be first made to those creditors 
who have thus far received least, and the inequalities will thus 
be rectified. 

The schedule of future repayments is to depend upon the trans- 
fer capacity of the Reichsbank, which in turn must be largely 
dependent upon the developments in the German export situation. 
Instead of a fixed schedule of repayments at fixed dates, it has 
seemed best to leave the future determination of what can be 
repaid to an Advisory Committee representative of the Creditors, 
who will from time to time consult with the German authorities. 
Arrangements are being made by which continuous information 
will be available, both as to incoming and outgoing foreign ex- 
change, and as to payments which have been made or are con- 
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templated, both within the Standstill and outside the Standstill. 
The future schedule of repayments, determined in the light of 
this information, will be one which will safeguard both the Reichs- 
bank and the Standstill creditors. 

But this forbearance on the part of the Standstill creditors for 
the purpose of strengthening the German situation renders it 
necessary that German resources should not be dissipated to meet 
other claims outside of the Standstill Agreement. 

The Reichsbank has by letter informed the Foreign Creditors’ 
Committee of the intention of the German Government, with the 
concurrence of the Reichsbank, to create a Committee for For- 
eign Debts (Ausschuss fiir Auslandsschulden) to exercise under 
the authority of the Government and the Reichsbank a general con- 
trol over all payments in respect of all German external indebted- 
ness, whether within or without the Standstill Agreement. The 
Foreign Creditors’ Committee are satisfied that this will safeguard 
the interests of the Standstill creditors, and ensure that, so long 
as they do not receive further repayments of capital, no such pay- 
ments will be made to creditors outside the Standstill, except when 
they are deemed essential for the maintenance of German credit. 


(6) Collateral 


Foreign banks and German banks will stand on the same basis 
with respect to collateral from German non-banking debtors. 


(c) The Machinery for the Funding of Short-term Debt 


Machinery has been provided for the conversion, at the option 
of the creditor, of the cash advances to German Banks into 10 
year notes bearing interest at 6 per cent. As an inducement to 
creditors to make such conversion, the German banks have agreed 
to deposit with the trustee special security for such notes. Ar- 
rangement has been made to permit German debtors other than 
banks to enjoy the benefit of this provision. The option of con- 
version remains with the creditor during the life of the cash 
advance. 

A further important provision for encouraging the conversion 
of short-term debt into long-term investment is that which gives 
to foreign creditors the right to convert their unsecured cash 
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advances into blocked investments in Germany. This provision 
is subject to restrictions, which furnish adequate protection to 
German debtors, including the provision that the Reichsbank shall 
have supervision over such transactions and may delay them or 
prevent them, if Germany’s economic welfare should require this. 
Investments made under the provisions of this plan may not be 
resold without the approval of the Reichsbank for a period of five 
years. 

The benefits of these conversion provisions to Germany are ob- 
vious. To the extent that short-term debt can be funded, the acute 
problem of Germany’s relations with outside creditors is solved. 
German private debtors are able to pay interest on their existing 
private debt and moderate amortization. It is the pressure for 
repayment in full of the principal on short-term debts, owing to the 
failure of confidence, that has made the acute difficulty. Further 
in view of the present great depression in the investment market in 
Germany, a moderate amount of buying would make a radical 
improvement in the tone of the real estate and securities markets 


and in the level of values. 


(d) Interest and Commissions 


The foreign creditors Committee have been sympathetic to the 
desire of the Germans for a reduction in commissions and rates of 
interest on the Standstill debt. The limits within which reductions 
are possible are, however, necessarily narrowly determined by the 
rates of interest and commission charged by the creditor banks to 
their own domestic borrowers. It is not possible for charges on 
credits to German concerns to be less than these. Within such 
limits, however, the representatives of the creditor banks in those 
countries with relatively lower bank rates intend to recommend 
certain reductions in existing charges. 


(e) The Golddiskontbank 
An important factor of safety for Germany’s foreign creditors 
under the existing Standstill Agreement is the Deutsche Golddis- 
kontbank, buttressed by the guarantee fund which German indus- 
try and commerce as a whole have voluntarily given. The new 
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Agreement continues the cooperation of the Deutsche Golddiskont- 
bank and the foreign creditors. 


(6) THe SHort-TeERM Dest oF GERMAN INDUSTRY TO 
Foreicn INpusTRY 


Figures have recently been presented which would increase sub- 
stantially, the estimate of eight billion Reichsmarks of short-term 
German foreign debt as of July 31, 1931, given in the Basle report 
of August, 1931. The addition is supposed to be chiefly short-term 
debt of German industrial and commercial firms to foreign indus- 
trial and commercial firms. 

The Committee believe that only a minor part of this addition 
need be regarded as actual short-term debt. The method employed 
in assembling these figures was the following: 120,000 German 
institutions, firms and individuals were asked for figures of their 
short-term debts to foreigners, but were asked no questions re- 
garding offsetting credits. This same method applied to any other 
country would give a similarly surprising result. It is proper to 
add that the statistical authorities were bound by law with respect 
to the method employed. An important part of this so-called short- 
term debt is debt of German subsidiaries to foreign parent corpo- 
rations, which means that it is largely invested funds, and not 
short-term debt. Debts of German parent corporations to foreign 
subsidiaries are also included. Participations in German firms, 
which take the form of short-term debt, are included. The inves- 
tigation was based on juridical form rather than economic 


substance. 
(7) THe InTERNAL CrepIT PosITION oF GERMANY 


Had there been less vitality and liquidity in the German position 
in July 1931, repayment to foreign creditors since that date would 
have been less, and the gold and foreign exchange ratio of the 
Reichsbank would consequently be higher than it is today. 

While the commercial debt of Germany presents primarily a 
problem of transfer, it is also a problem of internal liquidity, and 
it has to be remembered, as we have already pointed out, that an 
immense liquidation has already taken place, and that Germany is 
in the midst of a severe world crisis. 
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Germany has an important credit resource, which will come 
into play to improve internal liquidity with reviving confidence. 
It is estimated that there is approximately one billion marks of 
hoarded banknotes in Germany. A great deal of hoarding took 
place in the late summer and early autumn of 1931. Hoarding has 
not increased since the late autumn, and there has been some back- 
flow of currency to the banks. With reviving confidence, the Ger- 
man internal money market will receive substantial relief from 
this source. The return of three or four hundred millions of hoard- 
ed money to the banks would ease the money market very greatly, 
permitting a decline in interest rates in Germany, while the return 
of the whole billion of Reichsmarks to the banks, permitting them 
to make a commensurate reduction of rediscounts at the Reichs- 
bank, and permitting the Reichsbank’s note circulation to decline 
commensurately, would mean a sharp rise in the gold and foreign 
exchange percentage of the Reichsbank, and a marked improve- 
ment of Germany’s credit at home and abroad. 


(8) ReEsToRING THE BASIS OF CREDIT 


Obviously the work of the Committee can constitute no perma- 
nent solution of Germany’s credit problem. The credit problem 
is not solved when reluctant creditors agree to prolong credits 
out of consideration for the debtor who is embarrassed, and out 
of consideration for the general economic situation of the world, 
in which the debtor occupies a vitally important place. The credit 
problem is solved when creditors cheerfully and confidently con- 
tinue credits which they might withdraw at their own convenience. 
The all-important thing is to restore the basis of credit. It is 
obvious that a settlement of Germany’s international payments, 
which are now under discussion between the governments, is a 
vital element in this problem, as indeed are the inter-allied debts, 
which are in intimate economic connection with them. But these 
questions, though they profoundly affect private credit, cannot be 
solved by bankers. The Committee can only repeat that they en- 
dorse all that has been said by both Basle Committees on these 
problems. 

Finally the committee would emphasize that the whole fabric 
of international credit is essentially dependent upon an adequate 
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movement of goods from country to country. Germany can make 
payments to the world outside only if she can send out an export 
surplus of goods. The developments of recent months have stripped 
the problem to its bare essentials. Vast periodic payments cannot 
be made with gold. There is not enough gold for this abnormal 
use. In normal international financial relations, gold is used only 
in settling moderate balances. Germany has already gone as far 
as her creditors can ask in paying with gold. International pay- 
ments may be made by borrowing from a new creditor to pay off 
an old one, if the new creditor can be found, but Germany cannot 
now find new creditors. She has turned vigorously and courage- 
ously to the ultimate resource, the normal and sound method of 
payment in goods and services, and she has created in recent 
months a very large export surplus. 

But her opportunities for export have lately been restricted by 
the fact that several countries have gone off the gold standard. 
Exports to some countries are sharply limited by restrictions on 
foreign exchange transactions. And finally, tariff barriers are 
growing higher and higher. The nations of the world are con- 
tending each for a disproportionate share of a dwindling world 
trade. With a different policy they could share with one another 
an expanding world trade. It is essential that trade policy should 
permit goods to move in the settlement of international debts, 
and that countries should make markets for one another. With 
trade lines open, labor now idle in one country could be at work 
producing goods to exchange for goods which would be produced 
by labor now idle in another country. Each is capable of produc- 
ing goods that the other wants. Each, if allowed to sell in the 
other’s market, would obtain income thereby with which it could 
purchase from the other goods which it wants. But the trade 
barriers stand between them, and both remain idle. 


(9) CoNncLusIon 


In this Agreement the short-term creditors have done all that is 
possible to ensure that the next twelve months afford to Germany 
a period of recuperation. The Committee have been impressed 
by the very great efforts and sacrifices, which the German Govern- 
ment and the German people are making to maintain their position 
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in the midst of such unprecedented difficulties. While the German 
economy possesses within itself immense recuperative powers, 
which will manifest themselves as more favorable world condi- 
tions emerge, it is imperative that the hindrances to such a devel- 
opment should be removed. It will not come without positive ac- 
tion by governments and peoples in the sphere of international 
cooperation, and, as both Basle Committees have urged, there 
is no time to be lost. 

The present extreme crisis must bring home to all peoples of the 
world the fact that all countries grow poor together. The obverse 
is as true. All countries grow rich together. A lightening of 
burdens and a greater freedom of trade, enriching one country, 


will enrich all. 


The United States of 
America 


Apert H. WIGGIN, 


Chairman 


FRANK C. TIARKS 


R. H. ae England 


JEAN VELAY 
F. MADINIER 


France 


Van NIEROP 
J. M. TELDERS } Holland 


BEYEN 


Gu1po ANSBACHER 


Italy 
AucustTo CASTIGLIONI 


CARL TRYGGER Sweden 
TH. WOLFENSPERGER 


‘ Switzerland 
G. RENZ 


3ENJAMIN M. ANDERSON, JR. 
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(U.S.A.) 


Berlin, January 23, 1932 
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REPORT OF THE SPECIAL ADVISORY COMMITTEE, 
DECEMBER, 1931 


PREAMBLE 


The German Government having, in accordance with Article 119 
of the Young Plan, applied in a letter annexed to this Report to the 
Bank for International Settlements on November 19, 1931, for the 
convocation of the Special Advisory Committee, and having de- 
clared that “they had come to the conclusion in good faith that 
Germany’s exchange and economic life might be seriously endan- 
gered by the transfer in part or in full of the postponable propor- 
tion of annuities,” the Board of the Bank convened the Committee 
in accordance with Article 45 of its Statutes. 

The seven ordinary members of the Committee were nominated 
under Article 127 of the Young Plan, as follows: 

Professor Alberto Beneduce, 
by the Governor of the Banca d'Italia. 
Monsieur Emile Francqui, 

by the Governor of the Banque Nationale de Belgique. 
Sir Walter T. Layton, C. H., C.B.E. 

by the Governor of the Bank of England. 

Dr. Carl Melchior, 
by the President of the Reichsbank. 
Mr. Daisuke Nohara, 
by the Governor of the Bank of Japan. 
Professor Charles Rist, 
by the Governor of the Banque de France. 
Dr. Walter W. Stewart, 
by the Governor of the Federal Reserve Bank of New York. 


The ordinary members held a meeting on December 7th at the 
Bank for International Settlements at which Signor Beneduce was 
unanimously chosen as*Chairman. The members availed them- 
selves, under Article 129 of the Young Plan, of the privilege of 
co-opting the following four additional members: 

Dr. R. G. Bindschedler, 
Dr. H. Colijn, 

Dr. Diouritch, 

Mr. Oscar Rydbeck. 
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The full Committee met for the first time at the Bank for Inter- 
national Settlements on December 8th, and held plenary sessions 
from December 9th to December 23rd, and various Sub-Committees 
were set up and their reports will be found as annexes to this 
Report. 

The Committee has been supplied with an extensive documenta- 
tion from official German sources, copies of which it is forwarding 
to the Governments concerned, and to the Bank for International 
Settlements for their information. 

The Committee desires to express its gratitude for the very full 
information thus afforded, and its appreciation of the manner in 
which the material was compiled and presented. The Committee 
has utilized this material, much of which is similar in content to 
the statistics available for other countries, as part of the basis 
for its work, although its conclusions have naturally been arrived 
at by reference to broader considerations. 

The Committee also wishes to express its thanks to the Bank for 
International Settlements for placing at its disposal the Secretariat, 
and its high appreciation of the admirable manner in which the 
latter has executed difficult and exacting tasks which it has been 
called upon to perform. 


CHAPTER I 


1. Present Situation 


The circumstances in which we have been called together are 
so well known that no lengthy recapitulation of events is necessary. 
The world depression, which started over two years ago, gradually 
gathered force, until it broke in the credit crisis of the summer. 

Every country has been shaken by that crisis, but its effects in 
Germany, as well as in some other countries of Central and Eas- 
tern Europe, were devastating. Sweeping withdrawals of foreign 
credits led to the crippling of the German banking system, strained 
the reserve and credit position of the Reichsbank to the uttermost, 
so that, in order to protect the currency, it was necessary to impose 
stringent measures of exchange control which accentuated the 
already serious restrictions in the volume of economic activity. The 
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pressure upon the whole structure of Germany culminated in the 
Emergency Decree of December 8, 1931, which includes measures 
without parallel in modern legislation. The following paragraphs 
sketch in brief outline the situation which these developments have 
created in Germany today. 


2. Foreign Debt 


Germany was peculiarly susceptible to the credit crisis by rea- 
son of the large amount of her short-term foreign liabilities. In 
the first seven months of 1931 RM 2.9 milliards of short-term 
credits were withdrawn, principally in June and July. A census 
taken by the German Government of the amount of foreign capital 
in Germany as on July 28th shows that the total commercial debt, 
and in particular the amount lent on short-term, was even larger 
than was indicated in the available figures which were submitted 
to the Bankers’ Committee early in August last. This census in- 
dicates that the total of advances repayable by Germany at short- 
term outstanding at the end of July amounted to nearly 12 mil- 
liards. But this figure of RM 12 milliards includes nearly RM 4 
milliards of non-banking credits, which in all probability are not 
so likely to be withdrawn to the same extent as banking advances 
and to a considerable extent are set off by direct counter assets. 
The Standstill Agreement, under which the banking creditors of 
Germany undertook not to call in their credits for six months as 
from September Ist, applies to rather more than half of the RM 
12 milliards. 

The Standstill Agreement, however, permitted the repayment of 
certain credits, and under these provisions, sums estimated at RM 
1,200 millions have been withdrawn during the period ending 
November 30th. 


3. Trade Balance 


Some set-off for the recent withdrawals has been found in the 
fact that they have coincided with a growing export surplus which 
began at the end of 1929. The figures are as follows: 
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(In millions of RM) 











| Surplus of 
Imports | Exports |- 
Imports | Exports 

Monthly average 1925-29 . . . 1,051 959 92 hr 

Monthly average 1930 . 866 1,003 ia 137 
Monthly average January-June 

Seat 5. ce SE oe aes 634 794 es 160 

1931, July “% 562 827 “ 265 

August gf og 454 803 dis 349 

September. . 5 uate he 448 835 a 387 

October . . 483 879 es 396 

INOWORMEN 6s. ccc GONG) 482 749 + 267 











The recent heavy export surplus is in part the result of certain 
abnormal factors, and it is doubtful if economic conditions will 
permit it to continue at the same high level. Exports have been 
maintained, partly because the need for cash has put pressure on 
manufacturers to sell off stocks, in many cases at a loss, while 
some exceptional sales have been made to Great Britain in antici- 
pation of tariffs. Imports have been reduced, because unemploy- 
ment, lower wages and high taxation have reduced the consuming 
power of the country, and therefore the demand for imports of 
consumable commodities. The general reduction of industrial ac- 
tivity has curtailed the demand for imports of raw and semi- 
finished material, and in any case the sharp reversal in the flow of 
foreign credit handicaps purchases abroad. The surplus has, more- 
over, been increased by the fact that, up to now, the world price 
level of the type of goods imported into Germany, viz., raw mate- 
rials, foodstuffs, etc., has fallen much more than that of the type 
of goods exported by Germany, viz., finished products. 

But it is impossible to disregard the existence of powerful gen- 
eral factors adverse to the continuance of this favorable develop- 
ment. Tariffs, exchange control measures in other countries, im- 
port restrictions and contingents, together with the enhanced com- 
petition Germany is likely to meet through the depreciation of 
sterling and other currencies, all tend to hamper German exports; 
on the import side, it will be necessary for Germany to replenish 
her stocks of raw materials, and to purchase food from abroad. 
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In any case the surplus represented by the above figures has not 
become immediately available to Germany in the form of foreign 
exchange which can be utilized to repay debts. In view of the 
prevailing lack of confidence there has been an increasing tenden- 
cy to call upon Germany to pay cash for her imports, while she 
has had to give extended credits for her exports. In particular, 
German exports to Russia, which are running at about RM 8o 
millions a month, on the average of the last four months, have 
been made on very long credit terms. On the other hand, even 
exporters have been able, in spite of the legal restrictions, to keep 
abroad part of the foreign exchange resulting from exports. 


4. The Balance of Payments 


Taking the year as a whole, the extent of the exodus of capital 
which Germany has to meet by means of her export surplus (dis- 
regarding the qualification explained in the preceding paragraph) 
together with such other resources as have been available to her, 
is indicated by the following rough balance sheet for the year 1931. 


In millions of RM 


Export surplus for year (esti- Reparation payments up to 
mated—including services June 30th .« .. 800 
and deliveries in kind) . | 3,000} Interest and normal amor- 

Utilization of foreign assets tization on Germany's 
of German banks. . . | 1,300 foreign liabilities (esti- 

Rediscount and other cred- eee 21.25 1,500 
its (including that from Balance representing ‘capi- 
Central Banks and the tal withdrawn. . . . . | 4,900 
Bank for International 
Settlements). . . | 1,200 


Drawn from gold, etc. re- 
serve of the Reichsbank . | 1,700 





7,200 7,200 


An examination of the above table, which can obviously be only 
an estimate, as will be seen from the Report of the Sub-Committee, 
shows how great a part of Germany’s income from the surplus 
of exports has been absorbed by the amounts required for the in- 
terest and normal amortization of her foreign liabilities, and for 
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reparation payments before the Hoover Plan. The withdrawal of 
capital, besides exercising considerable pressure on the balance of 
trade, as already described, forced Germany to have recourse, not 
only to the reserves held against their foreign liabilities by the 
German private banks, but also to increase such credits as were 
commercially available by the rediscount credits granted to the 
Reichsbank and Golddiskontbank. This did not obviate heavy sales 
of gold and the striking feature of this balance sheet is the drain 
which the withdrawal of capital has placed upon the reserve of 
the Reichsbank, which has profoundly influenced the policy of the 
latter. 


5. The Reichsbank 


The Reichsbank reserve, which stood at RM 2,685 millions at 
the end of 1930, and even at RM 2,576 millions at the beginning of 
June 1931, had fallen to RM 1,610 millions on July 31, 1931. Of 
this last amount, however, it owed at short-term RM 630 millions 
in respect of the rediscount credits granted to it by the Bank for 
International Settlements and the Central Banks and to the Gold- 
diskontbank by an American banking consortium. In order to 
ensure that the necessary foreign exchange should be available to 
meet the service of Germany’s long-term debt, for such repayment 
of short-term credits as is permissible under the Standstill arrange- 
ments, and for the imports necessary to Germany, the Reichsbank 
has been forced to take or recommend a series of measures of in- 
creasing stringency, in order to limit to the greatest possible extent 
the other calls for foreign exchange which might be made upon 
it. Nevertheless, the reserve has fallen still further, until on 
December 15th it was no more than RM 1,161 millions, of which 
RM 630 millions represent the amounts due under the rediscount 
credits referred to above. 

The percentage cover for the note issue has thus fallen to 25.6 
per cent, or, if the RM 630 millions be excluded, to 11.7 per cent. 
The note circulation itself amounts to approximately RM 4.6 mil- 
liards which compares with a figure of RM 4.3 milliards a year 
ago. In view of the reduction of business activity in the last year, 
as well as of certain measures taken to economize the use of cur- 
rency, the present note circulation is high; this may be attributed 
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to a decrease in the velocity of circulation and to a certain tend- 
ency on the part of the public to hoard notes. 

An important change in the situation is revealed by an examina- 
tion of the volume of bills now held by the Reichsbank and the 
private banks respectively. Before the crisis, the proportion of 
gold and foreign exchange to the total note issue fluctuated around 
60 per cent, e.g. on April 30, 1931, the Reichsbank held gold and 
exchange reserves of RM 2,526 millions, and domestic bills of RM 
1,520 millions, against a total note issue of RM 4,340 millions, i.e. 
58 per cent of the note issue was covered by gold and foreign ex- 
change. At the same date, the credit banks held nearly RM 2,900 
millions of domestic bills, representing an immediately liquid asset 
which the credit banks held as a reserve against their deposit 
liabilities. 

The heavy withdrawal of deposits from the credit banks during 
the crisis, whether by external or internal creditors, induced the 
banks to seek assistance from the Reichsbank, by discounting such 
material as they had available, and in addition creating (to some 
extent with the assistance of the Acceptance and Guarantee Bank) 
further material for discounting with the Reichsbank. The latter 
has thus to a considerable degree extended its own credit in sub- 
stitution for the deposits and other credits, which have been with- 
drawn from the credit banks as well as from the savings banks. 
As a result, the domestic bill holding of the Reichsbank on Decem- 
ber 15th amounted to RM 4,213 millions (including RM 542 mil- 
lions of bills set aside against credits granted to the Reichsbank as 
referred to above), while that of the credit banks on October 31st 
(the last available date) has fallen to RM 1,792 millions. In these 
circumstances, we hesitate to express an opinion on the advisability 
of the recent reduction in the Reichsbank rate. 


6. Production and Employment 


In order as far as possible to protect the external position—the 
reichsmark exchange and the export market—Germany has pur- 
sued a deliberate policy of stringent and sharp reduction of the 
level of wages and prices. The index figure of wholesale prices 
fell from 140 in November 1928 to 106 in November 1931, and 
prices are further to be reduced under the Emergency Decree of 
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December 8th, while wages are reduced under that Decree to ap- 
proximately the level prevailing at the beginning of 1927. 

Taking 1928 as 100, the index of industrial production rose to 
101 in 1929, fell to 86 in 1930, and for September 1931 (the latest 
figure available) it had fallen to 66—in other words, one-third of 
the industrial life of Germany has stopped. 

This gradual atrophy of industrial and commercial activity has 
further increased unemployment, which was already high before 
the crisis. The figure of unemployed (excluding part time work- 
ers) on December 1, 1931, had reached a level of 5 millions out 
of approximately 21 million employed persons. 

The crisis has also seriously affected German agriculture, which 
in 1925 employed about 30 per cent of the working population of 
Germany. Having contracted debts at high rates of interest when 
prices were high, it now finds it difficult, if not impossible, to earn 
sufficient to meet the interest on these debts, and measures of pro- 
tection and financial relief, amounting almost to a moratorium, 
have been taken in order to prevent a general collapse. 

Ever since the inflation period the demand for capital in Ger- 
many in relation to the supply from domestic sources has kept 
interest rates above those prevailing in other countries. During 
1930, advances to manufacturers of first-class standing seldom cost 
less than 8 per cent; in recent months the cost has been about 50 
per cent higher, i.e. the rates have risen to about 12 per cent. 
This burden naturally imposes a heavy strain on German industry, 
and is one of the causes of the present decline in industrial activity. 


7. The Budget 


The decline of economic activity, the fall of profits resulting 
from the fall in prices, and the lower yield of the taxes on wages, 
due to increased unemployment and lower wage rates, have seri- 
ously reduced the yield of taxation. This fall (taken in conjunc- 
tion with the cost of maintaining the growing army of the un- 
employed) has produced a critical situation in the public finances 
of Germany. In the five years preceding the depression, the rev- 
enue and expenditure both of the Reich, the Federal States and 
the Communes showed a rapid increase. Owing to the system of 
taxation under which the latter received a proportion of the taxa- 
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tion collected by the Reich, the situation can best be shown by 
combining the budgets of all the authorities concerned. The figures 
are shown in the following table, which also gives the total gross 
expenditure of all these authorities, including expenditure covered 
by receipts from State property,—from loans, and from other 
sources: 








|Taxes* raised) Taxes raised 

| and retained |by States and 

| by the Reich | Communes | Expenditure | Expenditure 

(i.e. excluding|including the of of other 

the tax trans-| tax transfers Reich authorities 

fers to the from the 
States) | Reich 

In millions of RM 
1926-27 . 5,312 6,363 6,561 | 10,639 
1927-28 6,357 7,189 7,154 11,647 
1928-29 . 6,568 7,730 8,375 12,426 
1929-30 . 6,686 7,593 7,987 12,836 
1930-31 . . . 6,634 7,482 8,193 12,770 








*Including the contribution of the_Railway Company. 


The expenditure of the Reich includes an item for reparations 
which rose from RM 1.3 milliards in the year 1926/27 to RM 18 
milliards in the year 1930/31, i.e. about 12% per cent of the total 
tax revenue of the Reich, the States and the Communes. 

The revenue receipts for 1930/31 fell considerably short of the 
original estimates. The position in 1931/32 in which the revenue 
was expected to equal that actually received in the preceding year, 
has rapidly deteriorated. Fresh estimates made in September 1931 
showed an estimated fall in the total receipts from taxes collected 
by the Reich (including amounts subsequently transferred) of not 
less than RM 1 milliard. It is further estimated that the yield of 
taxes collected by the Reich at the rates in force prior to the recent 
Decree will show a further fall next year of RM 1 milliard and 
amount to not more than RM 7% milliards as compared with re- 
ceipts of 9% milliards in 1929/30. This fall of RM 2 milliards is 
after taking credit for a series of measures imposing taxation dur- 
ing the preceding two years, amounting to RM 1% milliards. Had 
the rates of taxation not been increased, therefore, the revenue 
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would have fallen off in the last two years by some RM 3% mil- 
liards, or about 40 per cent. It is estimated that the present Decree 
will raise the revenue to approximately the same level as in the 
present year, i.e. about RM 8 milliards. 

Apart from the increase in taxation referred to above, attempts 
are being made to meet the falling off in revenue by sweeping 
reductions in expenditure. So far as the Reich is concerned, ex- 
penditure on all objects other than service of the debt, transfers 
to the Federal States, external war burdens, and emergency un- 
employment relief, has been reduced, from 1929 to 1932 from RM 
4,780 millions to RM 3,720 millions, i.e. a reduction of RM 1,060 
millions, or 22 per cent. 

Measures similar in character have been taken by the Federal 
States and by the Communes. The latter were empowered about 
a year ago to increase taxation and they were asked to reduce 
expenditure, and in any cases where these powers have not been 
exercised, the competent higher authority may step in to see that 
the necessary measures are taken. Part of the economies effected 
have, however, been offset by the increased cost of unemployment 
relief due to the growth of unemployment in the last two years. 
It has been possible to effect considerable economies in this sphere 
by reducing the average monthly benefit paid to the unemployed, 
which, from a former average of RM 80.93 has fallen to RM 63.86 
in 1931. Expenditure under the emergency relief system, which 
averaged RM 71 a month, has dropped to RM 60.75 while welfare 
relief payable by the Communes—varying according to the local- 
ity—may be estimated probably in the neighborhood of RM 50 
monthly. 

It is, however, an advantage from the purely budgetary point 
of view that the internal debt and the annual charge which it in- 
volves is comparatively very low as a result of the inflation prior 
to 1924 which wiped out the greater part of the previously existing 
debt. On the other hand, the German Government in the sketch 
estimate for 1932 has included a considerable sum for the amorti- 
zation of its short term debt incurred to meet the deficit of previous 
years. This provision has been made by Germany in view of the 
fact that the shortage of credit is such that the Government is 
practically unable at present to rely on borrowing in the money 
market in order to meet its maturing short-term obligations. 
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In view of the measures taken in the four Decrees, relating to 
taxation and expenditure, issued in the last two years, and in 
particular in that of December 8, 1931, the Committee is of opin- 
ion that the burden of taxation has become so high that there is 
no margin for a further increase. 


8. German Railway 

The growing stagnation in German business activity has nat- 
urally been reflected in the gross receipts of the German Railway 
Company, which fell in 1930 by 14.6 per cent compared with 1929. 
Although energetic measures of economy were taken to meet this 
loss of income, the surplus of receipts over operating expenses fell 
from RM 860 millions to RM 480 millions, i.e. RM 180 millions 
short of the amount necessary to cover the reparation liability. A 
further fall has taken place in 1931, the receipts of which are 28 
per cent below those of 1929, and it is estimated that the surplus 
of receipts over operating expenses will amount to only RM 178 
millions. In these circumstances, the Railway in 1931 will not 
be able, even after drawing upon its reserves, to cover out of 
earnings the liabilities incumbent upon it in respect of reparation 
and debt charges, though the cash position is met by the financial 
arrangements made between the German Government, the Rail- 
way and the Bank for International Settlements in connection with 
the Hoover Plan. It is impossible to estimate what will be the 
operating results of the year 1932. Nevertheless the Sub-Com- 
mittee, who were asked to report upon the position of the German 
Railway Company, came to the conclusion that once Germany and 
the world at large had recovered their balance and returned to 
something like the economic conditions which we are accustomed 
to regard as normal, the Railway Company (fundamentally a 
sound undertaking) will be able in future years, if managed on a 
commercial basis, to yield a net operating surplus comparable with 
that earned by other big foreign railway systems. 


CuapTerR II. CrrcUMSTANCES AND CONDITIONS WHICH Have LED 
TO THE PRESENT SITUATION 
The circumstances and conditions which have led to the situation 
we have been describing are partly international and partly 
peculiar to Germany. 
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1. Course of the Crisis 


Like all other countries Germany has suffered from the con- 
sequences of the extreme fall of prices which is the characteristic 
trait of international economic life since the end of 1929. The fall 
of about 30 per cent of wholesale prices in the world as a whole 
far exceeds in magnitude the fall in prices that has taken place in 
any period of depression in the last 100 years. It is impossible to 
say if this fall is permanent or if it will be followed, after the 
acute depression has passed away, by a substantial rise. What is 
certain is that it has deeply affected ail economic activity and that 
no effort to maintain prices—by whatever means it may have been 
attempted—has hitherto attained any success. 

The sharp reduction of purchasing power of large masses of 
consumers has involved in the last two years the reduction or 
complete disappearance of industrial profits, serious unemployment 
and an uninterrupted slump in Stock Exchange securities. It has 
threatened in consequence the status of a large number of banks; 
this banking crisis in its turn has provoked a general lack of con- 
fidence and involved a withdrawal of foreign capital from coun- 
tries which hitherto have had the use of it, and in particular from 
Central Europe. It has only been possible to maintain the ex- 
change value of the currencies of some of these countries on a 
nominal basis by a system of decrees regulating the exchange 
market and by the suspension of a part of their foreign payments. 

This situation has naturally aggravated the “crise de confiance” 
in the lending countries themselves. The abandonment of the gold 
standard by certain of them has created a fresh source of distur- 
bance in international trading relations, and given rise to the uni- 
versal tendency to hoard which, if it were to continue, would bring 
to a standstill the whole system of credit. 

Finally, to this monetary crisis is now being added a tariff crisis, 
each country seeking to defend its diminished production against 
foreign imports by a fresh increase in import duties and other 
forms of trade restrictions, which in turn result in the still further 
shrinkage of international trade. 

We cannot here attempt to examine all the underlying causes of 
this profound disturbance to the economic life of the world, but 
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certain of its aspects are intimately linked with the problem with 
which we are directly concerned. 

Among these factors, the Banking Committee which met in 
Basle in August called attention to the fact that “in recent years 
the world has been endeavoring to pursue two contradictory poli- 
cies in permitting the development of an international financial 
system which involves the annual payment of large sums by debtor 
to creditor countries, while at the same time putting obstacles in 
the way of the free movement of goods,” and that the case of 
Germany provides a most forcible illustration of this dilemma. 
So long as the payments to be made were offset by loans to the 
debtor country this dilemma did not arise, but as soon as such 
capital movements ceased, as happened in the autumn of 1929, it 
becomes evident that in the long run, as the Dawes Committee 
clearly pointed out, these payments can only be made in the form 
of goods. The change from a period of excessive expansion of 
foreign lending by certain creditor countries followed by an abrupt 
cessation of such lending constitutes one of the chief points of 
contrast between the period 1924/29 and 1930/31, and has been 
one of the principal features in the credit situation of recent times. 
If barriers are imposed to the free movement of goods, the world 
cannot readily adapt itself quickly to important changes in the 
course of credit and trade. Attempts to maintain the international 
balance of payments by means of larger and abnormal movements 
of gold has weakened the monetary foundations of many countries. 
In fact, when the withdrawal of large sums of capital took place 
the gold reserves of the countries concerned proved quite inad- 
equate to stand the strain. This led in some countries to the strict 
control of foreign payments and in others to the suspension of 
the gold standard. 


2. Capital and Commercial Debt of Germany 


/Germany’s demand for capital to fill the gap left by the Wary, 
the aftermath and the inflation, was very great/“As a matter of 
fact, the influx of foreign capital which began as soon as the mark 
was stabilized and which was estimated by the Bankers’ Committee 
to be about RM 18 milliards has been partly offset by the RM 10.3 
milliards of reparation payments. 
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But in any case, between 1925 and 1930 Germany has invested a 
very large amount of capital in both private and public enterprises, 
She has for example reconstructed her merchant fleet, she has 
modernized and rationalized many of her industries and her towns 
have carried through large programs for public purposes. The 
figures furnished to us by the German Delegation show for the 
period 1924/29 the investment of a sum amounting to RM 32,845 
millions, of which RM 22,428 millions represent investments by 
public authorities, for public utilities, housing (other than houses 
financed purely by private means), roads, canals, etc. 

These sums have, of course, been forthcoming partly from Ger- 
many’s own savings, which reached very high figures in the course 
of recent years. But the foreign holding of so large a proportion 
of her capital wealth makes her peculiarly vulnerable to financial 
disturbance, particularly to the extent that this capital is with- 
drawable at short notice. Moreover a substantial part of these 
short-term credits has proved to be immobilized in long term in- 
vestments. The withdrawal of these credits must therefore threaten 
not only the exchange but also the liquidity of the banks 
themselves. 


3. Growth of the German Budget 


Turning to Germany’s budgetary situation, the rapid develop- 
ment of Germany’s economic activity in recent years has been 
paralleled by an increase of government expenditure. The con- 
tinued increase of expenditure from 1925 to 1930 has absorbed 
as fast as it came into being the growing taxable capacity of Ger- 
many. In spite of a rapid increase in normal receipts, which in- 
creased between 1926/27 and 1929/30 from RM 14,719 to RM 
18,054 millions, the increase of expenses has been equally rapid. 
Indeed they have risen from RM 17,200 to RM 20,823 millions and 
have resulted in an increase of debt. Among the expenditure 
items, outgoings for buildings, education and social charges (chiefly 
due to increasing unemployment) have continuously increased and 
now represent 43 per cent of the total expenditure, and amount 
in 1929/30 to RM 8,897 millions. 

While expenditure thus increased, the debt grew in a disquieting 
fashion. When stabilization took place, inflation had reduced the 


[ 62] 





231 


public debt to a very small amount. On the other hand by 1931 
this debt reached more than RM 24 milliards of which RM 84 
milliards were for public undertakings (water, gas, electricity, 
transport, roads), for the building of houses and for various public 
works (hospitals, sanatoria, etc.). In particular, from 1928 to 
193I1—in three years—the debts of the States and Communes in- 
creased from RM 7.5 to RM 12.7 milliards. 

When the crisis came with the inevitable reduction of private 
incomes and budgetary receipts which it naturally involved, the 
fact that expenditure had been so high meant that the deficit was 
correspondingly large. 

This policy of growing expenditure, as also the system of finan- 
cial relations which exist between the Reich, the States and the 
Communes have often been the subject of criticism. The Reich 
levies taxation of which it retains part only, and of which a pro- 
portion fixed by law is automatically handed over to the States 
and Communes, which only cover their expenditure from their 
own resources to the extent of 75 per cent. Such a system means 
that the control of expenditure is divorced from the responsibility 
of raising the revenue to meet it, and although the system may 
have been moderated by recent ordinances of the Reich, we think 
that reform in this matter would have beneficial results. 

In concluding this analysis of the circumstances and conditions 
which have given rise to the present budgetary position of Ger- 
many, the following observation should be made. 

Notwithstanding the exceptional character of the present crisis, 
there is no instance in economic history of a crisis, no matter how 
great, which was not followed by periods of stability or prosperity. 
Just as it would be wrong to forecast a country’s economic future 
on the basis of a period of prosperity, so it would be unjustifiable 
to judge its chances for the future on the basis of a period of 
depression. 

At the present time the budgets of all countries and of almost 
all privately or publicly owned railways show a deficit. In every 
country efforts are being made to restore the equilibrium of these 
budgets by cutting down expenditure and by adjusting receipts 
to changed conditions. To assume that in the present case equili- 
brium will not be regained would be a counsel of despair. 
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What is true of the budgets and railways of other countries is 
obviously equally true of Germany. In past years Germany has 
built up an immense and powerful economic equipment, capable 
of yielding a great return. The restriction of markets and the fall 
of prices have prevented her from utilizing this equipment to the 
full. The activity of her factories is now necessarily reduced, but, 
although it is impossible to fix a date for the recovery of stability, 
which is still threatened today, it is none the less certain that this 
stability will ultimately be restored with the help of the measures 
suggested in Chapter IV. 

In the course of our investigations we were able to ascertain 
from the figures submitted to us that, as regards both the railways 
and the budget, receipts are no less elastic in the case of Germany 
than elsewhere. 

On the other hand, it would be rash, both in the case of Ger- 
many and in the case of other countries, to presume to indicate 
the precise moment at which this exceptional and unfortunate 
period through which we are now passing will come to an end. 


CuapTer III. Specrat MreAsures TAKEN BY GERMANY 
TO MEET THE CRISIS 


In the course of its deliberations the Committee had the oppor- 
tunity of receiving a synopsis of the special measures taken by the 
German Government by form of emergency decrees as from July 
1930 in order to meet the increasing difficulties of the situation. 

The primary object of the German Government was to secure 
the stability of the currency and in general the functioning of 
the German economy within the frame of the world economy. To 
this end they devoted all their efforts in securing the balance of 
the budget, not only in the Reich, but also in the States and Com- 
munes. Direct taxation was augmented by two increases in the 
Income Tax; indirect by the imposition of further heavy duties 
on beer and tobacco, while finally the Turnover Tax has lately 
been increased from 0.85 per cent to 2 per cent. Sweeping econo- 
mies have been effected in the expenditure of the Reich; a series 
of cuts in the salaries of all public servants, reducing them by 
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over 20 per cent, has been made in the last 18 months, so that 
salaries will be now on a lower level than at the beginning of 1927. 

Similar measures have been taken with regard to the budgets of 
the Federal States and the Communes. The latter have been au- 
thorized and in certain cases compelled to levy new and additional 
taxation in the form of a Poll Tax, a local beer duty and a tax on 
beverages. The reductions in salaries apply also to officials em- 
ployed by these bodies. 

Contributions under the unemployment insurance scheme have 
been raised to 6% per cent of wages, while considerable reduc- 
tions in the scope and scale of the benefits paid by the Insurance 
Institute have been made. 

A further main point in the program of the Government was the 
reduction of prices and wages. Prices were generally reduced by 
10 per cent. Rents are being reduced to a similar percentage. 
Even the rates of interest on long term obligations must be reduced 
by about 25 per cent. In the sphere of wages a general reduction 
to approximately the level prevailing at the beginning of 1927 has 
to take place. 

The magnitude of the crisis forced the Government to emer- 
gency measures in the field of credit policy. Such measures have 
been taken for supporting a series of banking institutions and for 
strengthening the position of the money market. A system of 
general control of the banks has been set up, with a Commissioner 
responsible to a Board, including representatives of the Reichs- 
bank and of the competent Government authorities. New regula- 
tions have been made for the carrying on of the business of the 
savings banks and allied institutions, in particular limiting the 
extent to which they may finance the Municipalities in future. For 
the time being they are not allowed to grant them new credits, 
The law governing public companies has been revised and the 
provisions regarding the responsibility of directors sharpened, 
while new regulations are made regarding the auditing of accounts. 

Transactions in foreign exchange have been centralized in the 
Reichsbank with a view to limiting the purposes for which foreign 
exchange may be acquired, and all purchases of foreign exchange 
require prior authorization. All persons becoming possessed of 
foreign exchange, whether by exports or otherwise, are compelled 


[65] 








234 


to offer their holdings to the Reichsbank. It is no longer possible 
to remit abroad the proceeds of sales of securities on behalf of 
foreigners. Stringent provisions seek to limit the flight of capi- 
tal. All the above mentioned prescriptions are secured by heavy 
penalties (fines and prison). Repayment of foreign credits is reg- 
ulated by the Standstill Agreement, or, if not covered by this 
Agreement, under decree. 

Finally, in order to prevent a widespread collapse of agricultural 
credit, measures amounting practically to a moratorium for agri- 
cultural debts have been taken, chiefly for the eastern parts of 
Germany. Farmers suffering from special difficulties are allowed 
to appeal for protection against foreclosure or distraint on condi- 
tion that they carry on their business under the supervision of 
trustees, pending approval of a scheme for relieving them of the 
immediate burden of their debts. Such schemes may provide 
for reduction of interest rates, and the diminution of the capital 
debt, in certain cases even without the consent of the creditors. 

The question how far the measures described above will be suc- 
cessful cannot be answered at the present moment. But the Com- 
mittee considers that the steps taken to defend and to maintain 
the stability of the currency and the budget show, in their opinion, 
a resolute desire on the part of the German Government to meet 


the situation. 


CHAPTER IV. CONCLUSIONS 


It is evident from the facts outlined in the preceding chapters 
that Germany would be justified in declaring—in accordance with 
her rights under the Young Plan—that in spite of the steps she 
has taken to maintain the stability of her currency she will not be 
able in the year beginning in July next to transfer the conditional 
part of the annuity. 

The Committee, however, would not feel that it had fully accom- 
plished its task and justified the confidence placed in it if it did 
not draw the attention of the Governments to the unprecedented 
gravity of the crisis, the magnitude of which undoubtedly exceeds 
the “relatively short depression” envisaged in the Young Plan— 
to meet which the “measures of safeguard” contained therein were 
designed. 
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The Young Plan, with its rising series of annuities, contem- 
plated a steady expansion in world trade, not merely in volume 
but in value, in which the annuities payable by Germany would 
become a factor of diminishing importance. In fact the opposite 
has been the case. Since the Young Plan came into effect, not 
only has the trade of the world shrunk in volume, but the very 
exceptional fall in gold prices that has occurred in the last two 
years has itself added greatly to the real burden, not only of 
German annuities but of all payments fixed in gold. 

In the circumstances the German problem—which is largely 
responsible for the growing financial paralysis of the world—calls 
for concerted action which the Governments alone can take. 

But the problem has assumed a world-wide range. We can 
recall no previous parallel in time of peace to the dislocation that 
is taking place and may well involve a profound change in the 
economic relations of nations to one another. Action is most 
urgently needed in a much wider field than that of Germany alone. 

The economic interdependence of the various countries of the 
world today needs no further proof; recent years have most 
strikingly illustrated it. 

Since July last, for example, it has been evident that, if the 
crisis by which Germany has been overwhelmed were not reme- 
died, it would spread to the rest of Europe, destroy the credit 
system so painstakingly built up and create profound repercussions 
in other parts of the world. 

The Committee appointed by the Bank for International Settle- 
ments, on the invitation of the London Conference, after describ- 
ing this situation in its Report of August 18th, 1931, sounded a 
most emphatic note of warning, urging that if disasters were to 
be avoided before the period of postponement of credits recom- 
mended by that Conference expires on February 29th, 1932, im- 
mediate steps must be taken by the Governments. 

But events did not wait. The year 1931 has not yet ended and 
already the crisis has taken formidable dimensions, shattering the 
exchanges of many countries one after the other and accumulating 
difficulties which, if not dealt with, will only prove forerunners of 
further catastrophes. Unemployment has increased; stock ex- 
changes remain closed; economic activity continues with difficulty 
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at a very low ebb in the face of restricted credit, rigid control of 
the exchanges and paralyzing restrictions on international trade, 
Slowly the effects of shrinking economic activity are making them- 
selves felt in one country after another. 

This state of things is complicated by the repercussion of eco- 
nomic affairs on the political situation and vice-versa. The 
economic decline which has taken place in the last two years, the 
increasing distress which it has brought in its train, have produced 
a general political instability from which an anxious world is 
suffering more and more. Similarly, political considerations have 
often been allowed to influence the treatment of economic prob- 
lems by the Governments, thus preventing the latter from viewing 
these problems in their true light and from dealing with them on 
their merits. 

When Governments come to examine the whole group of ques- 
tions allied to the subject of the present Report, they will have 
to take account of many matters relevant to these complex prob- 
lems—which can only be solved in conformity with economic 
realities. 

In this connection, certain considerations seem to us of great 
importance. 

The first is that transfers from one country to another on a 
scale so large as to upset the balance of payments can only ac- 
centuate the present chaos. 

[t should also be borne in mind that the release of a debtor 
country from a burden of payments which it is unable to bear may 
merely have the effect of transferring that burden to a creditor 
country which, in its character as a debtor, it, in its turn, may be 
unable to bear. 

Again, the adjustment of all inter-governmental debts (Repara- 
tions and other War Debts) to the existing troubled situation of 
the world—and this adjustment should take place without delay if 
new disasters are to be avoided—is the only lasting step capable 
of re-establishing confidence which is the very condition of 
economic stability and real peace. 

Finally, although the German Government is energetically de- 
fending the stability of its currency, steps are necessary to secure 
that these measures shall have a permanent effect. 
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The European Governments during recent years have made 
great efforts towards re-establishing the stability of currencies 
after the disasters of the War and post-war inflation. The de- 
struction of this work would mean an extremely disquieting set- 
back, which would be heavy with consequences, The maintenance 
of the stability of the German currency, as of the currency of 
any debtor nation, may be placed in the greatest peril if the 
confidence of investors is lost. 

We appeal to the Governments on whom the responsibility for 
action rests to permit of no delay in coming to decisions which 
will bring an amelioration of this grave crisis which weighs so 
heavily on all alike. 

This report has been written in the English, French, German 


and Italian languages. 


signed: ALBERTO BENEDUCE (Chairman) 
Dr. Rupo_tF G. BINDSCHEDLER 
H. CoLijn 
G. DiourITcCH 
E, FRANCQUI 
WALTER T. LAyTon 
C. MELCHIOR 
D. NOHARA 
CHARLES RIsT 
O. RypBEcK 
WALTER W. STEWART 


Basle, December 23rd, 1931 


ANNEX I 


FINANCE MINISTER OF THE REICH 


BERLIN W 8, November 19, 1931. 
73 184 


TO: The President, 
The Bank for International Settlements, 
BASLE 
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Mr. President, 


In the name of the German Government I have the honor to 
transmit to the Bank for International Settlements in Basle a 
Memorandum, in which the German Government applies for the 
convocation of the Special Advisory Committee for which 
provision is made in the New Plan. 

I have the honor to remain, Mr. President, 


Faithfully yours, 


(signed) H. Drerricu 


MEMORANDUM 
Translation 


The German Government hereby applies for the convocation 
by the Bank for International Settlements in Basle of the Special 
Advisory Committee for which provision is made in the New 
Plan of the Hague Agreement of January 20, 1930. In regard 
to the cause and purpose of this application the German Govern- 
ment has the honor to make the following statement: 

As early as the beginning of June of this year the German Gov- 
ernment became convinced that, in spite of the most severe re- 
trenchment in Government expenditure and repeated increases in 
the burden of taxation, it would be incapable of continuing the 
payment of the annunities under the New Plan. The economic 
and financial situation of Germany was at the time already most 
gravely threatened. The German Government had accordingly 
decided to draw the necessary conclusions from this situation. 

This decision was followed on June 21st by the declaration of 
the President of the United States of America, proposing the post- 
ponement during one year of all payments on intergovernmental 
debts, reparations and relief debts. The purpose of the far-sighted 
initiative thus taken was, in the words of the declaration, to assist 
in the re-establishment of confidence, thus forwarding political 
peace and economic stability in the world; the debtor countries 
were to be given time to recover their national prosperity. The 
hope that this proposal would bring about a decisive turn in the 
world crisis was not realized. In consequence of subsequent events, 
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the Hoover holiday year was not in itself sufficient to overcome 
the danger of collapse. Accordingly, the British Government in 
July took the initiative of summoning the London Conference. 
The recommendations of the Conference led to the prolongation 
of the rediscount credit accorded to the Reichsbank, the Basle 
Standstill Agreement and the Report of the Basle Committee of 
Experts set up by the Bank for International Settlements. 

Important as all these measures were for immediate relief, they 
were essentially merely preparatory in character. The London 
Conference itself in its closing declaration stated that the meas- 
ures recommended were only intended as a first step which would 
form a basis for more permanent action to follow. Accordingly, 
the experts who collaborated in the execution of the London rec- 
ommendations constantly had in mind the provisional character 
of all these measures. The Standstill Agreement states, for ex- 
ample, that the contracting parties have approved the settlement 
therein provided “pending a more permanent solution of the Ger- 
man short-term indebtedness problem.” Similarly the Report of 
the Basle Committee of Experts closes with an urgent appeal to 
the Governments concerned to “lose no time in taking the neces- 
sary measures for bringing about such conditions as will allow 
financial operations to bring to Germany—and thereby to the 
world—sorely needed assistance.” 

In the intervening months the economic and financial situation 
of Germany has become exceedingly critical. The characteristic 
facts of this situation are universally known, In other countries 
also the pressure of the crisis has had a most serious effect. The 
world has come to realize in an increasing measure, the inter- 
relationship of the various financial problems to which the situa- 
tion has given rise, and the necessity for immediate action for 
their solution as a whole. In considering the most suitable method 
of handling this problem the view has gained ground that the 
Special Advisory Committee should now be convened. As under 
the terms of the New Plan the convocation of the Special Ad- 
visory Committee is dependent upon an application by the German 
Government, the German Government has determined to make this 
application, in order to do all in its power to pave the way for 
comprehensive and joint measures on the part of the Governments. 
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In accordance with the New Plan the application requires a dec- 
laration by the German Government to the effect that “they have 
come to the conclusion in good faith that Germany’s exchange and 
economic life may be seriously endangered by the transfer in part 
or in full of the postponable portion of the annuities.” In making 
this declaration, the German Government must expressly state 
that such a declaration does not do justice to the present situation. 
Since the New Plan was framed, the economic and financial situa- 
tion in the world, and particularly in Germany, has been funda- 
mentally altered by a crisis without parallel. As the New Plan 
requires the Committee to examine the situation from all points 
of view, the Special Advisory Committee must investigate the 
problem in its entirety by taking into consideration all its factors, 
with special reference to the circumstance that the question of 
Germany’s private indebtedness must duly form the subject of a 
new settlement before the end of the month of February next, by 
means of an agreement to be reached between foreign creditors 
and German debtors. 

Present conditions being such that the necessary measures re- 
quire to be taken with the utmost dispatch, the German Government 
proposes that the Special Advisory Committee should meet im- 
mediately and that it should complete its work as quickly as pos- 
sible, in order that a Conference of those Governments which are 
competent to take the decisions then to be reached may thereupon 
at once be held. 


Berlin, November 19, 1931 


ANNEX II 


REPORT OF THE SUB-COMMITTEE ON STATISTICS REGARDING INTEREST 
AND AMORTIZATION OF GERMAN ForEIGN INDEBTEDNESS 


The German Delegation at the plenary session of the Committee 
has presented estimates of interest on Germany’s foreign indebted- 
ness and of amortization on funded debt. These estimates have 
evidently been computed with great care. The task assigned to this 
Sub-Committee was to examine these computations and to pass 
judgment upon the degree of their accuracy, or at least upon the 
extent to which they may be considered as representative. 
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As a general statement it should be said that all such statistics 
are to be accepted only with due allowances for differences of 
opinion regarding classification, etc., for unavoidable duplication, 
for omissions, and for minor errors of compilation. 

The Committee was not in a position to check, in detail, the 
basic figures from which these computations were derived. The 
figures in question are those presented by the German Delegation 
to the Advisory Committee showing a total German foreign in- 
debtedness of between RM 28.5 and RM 30 milliards as at the end 
of July 1931. A large part of these statistics has been compiled 
as a result of an inquiry made by the Reichsbank. The results of 
this enumeration have been examined by the Sub-Committee with 
the idea of checking them so far as possible with comparable 
information in other countries. 

In addition to the statistics compiled from the inquiry, some of 
the figures presented by the German Delegation have been based 
upon estimates which it is not possible to check with any degree 
of precision. In the case of some of these estimates, however, 
the Sub-Committee makes with all necessary reservations certain 
tentative suggestions. 


A. LONG-TERM DEBT 


The long-term debt has been divided into four groups, which 
are treated separately. 


1. German Foreign Currency Bonds Issued Abroad 


This group of obligations is probably capable of more exact 
statistical determination than any other, and without question the 
statistical basis for computation of interest and amortization 
charges is more precise than in the other types of indebtedness. 
The German Delegation has tabulated the following three items 
for the year 1932: 


(a) Annual interest payments provided 
in the indenture of the bond . . . RM 398.4 millions 
(6) Annual amortization charges as and 


if provided in the indenture of the 
bond x © be, . «+ + + RM 1288 millions 
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(c) Total payments in each year for 
bonds maturing in that year not re- 
tired by means of regular amortiza- 
tion payments > . »« RM ro millions 


In addition the service for interest and 
amortization of the so-called Dawes and 
Young Loans is shown separately from 
the above-mentioned items for other pub- 


lic and private issues . . . . . ~. RM 181.2 millions 

These computations were made for each issue in accordance 
with the amount outstanding at the end of December 1930, with 
allowances for amounts retired. The total interest and amortiza- 
tion charges as thus computed for the year 1932 amount to 818 
million reichsmarks. 

This estimate is a maximum figure. The following factors 
would tend to reduce it: 


(a) Lower market prices of the bonds permit purchases for 
amortization at a smaller outlay than that computed. 
(b) Depreciated currencies permit similar reductions in 
reichsmark interest and amortization charges on bonds 
expressed in such currencies. 
(c) Previous purchases by residents of Germany of German 
foreign currency bonds reduce the amounts to be paid 
outside Germany. 

It is difficult to estimate the possible effect of these various fac- 
tors, but the Committee considers that the total figure is suscep- 
tible of a maximum reduction of approximately RM 150 millions. 
In this way interest charges would amount to between RM 420 
and 530 millions, and amortization to between 250 and 290 millions. 


2. Long-Term Debts Not Issued Publicly 


This second category of long-term debts is sub-divided into two 
groups: 
(a) Mortgages on real estate, amounting to 715 million 


reichsmarks. 
(b) Long-term advances and open-book accounts of every 


kind, amounting to 1,748 million reichsmarks. 


These figures were compiled from the Reichsbank inquiry and it 
is this category which showed the greatest difference between pre- 
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vious estimates and the new computation of German indebtedness. 

For the purpose of estimating the service of these obligations an 
average interest rate of 8 per cent per annum had been taken in 
the German estimate for the first group. The obligations are sub- 
ject to the terms of the recent emergency decree and the rate of 
interest has been accordingly reduced to 6 per cent. The service 
as computed is thus lowered by 14 and fixed at 43 million reichs- 
marks. 

For the second group a rate of 6% per cent was assumed. This 
rate was not directly affected by the emergency decree and it is 
too early to know what the ultimate effect may be. The Sub- 
Committee has no means of checking these assumed rates of in- 
terest. They seem reasonable in view of the prevailing level of 
interest rates in Germany during the past few years. The figure 
of RM 113 millions given in the German estimates has accordingly 
been adopted by the Sub-Committee. 


3. German Internal Bonds Owned by Foreigners 


The magnitude of this amount— 400 million reichsmarks—was de- 
rived by a process of approximation, based upon a previously 
known figure and a logical inference regarding the influence of 
subsequent events. There is no way of determining the accuracy 
of the guess. In any case the amount is small and the interest 
burden negligible. As a result of the recent decree the German 
estimate of interest burden may be reduced by 12 and fixed at 
24 million reichsmarks. 


4. Shares, Participations, Real Estate, Etc. 


No adequate statistics are available regarding foreign holdings 
of these types of assets. It has been estimated by the Reich Sta- 
tistical Office that real estate owned by foreigners may be valued 
at approximately 2 milliard reichsmarks. Shares, participations, 
etc., in German enterprise owned by foreigners have been esti- 
mated, on the basis of a partial inquiry, at between 2.5 and 3.5 
milliard reichsmarks. 

The yield on real estate has been computed by the Reich Statis- 
tical Office at 50 million reichsmarks per annum. 
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The yield on shares, etc., previously estimated by the Statistical 
Office for 1930 of 250 million reichsmarks should be considerably 
reduced in view of the prevailing industrial depression, perhaps to 
as low a figure as 100 million reichsmarks. 


B. SHORT-TERM DEBT 


The estimates for the service of the short-term debts are 
perhaps the most difficult on which to pass judgment. 

The calculations of interest (RM 709 to RM 825 million) pre- 
sented to the Advisory Committee were based upon the figures for 
German indebtedness for the end of July. These figures seem cap- 
able of reduction. Since July repayments have taken place (a sum 
of RM 1.2 milliard has been given by the German Delegation) 
and, moreover, there has been a depreciation in certain currencies 
in which a portion of the debt is expressed. Final figures of the 
amounts repaid during the period in question are not yet available 
and the rates of interest which will be chargeable in the future 
are to a large extent dependent upon the decisions of the present 
Standstill Committee. 

With the material at our disposal and leaving out of account 
the possible variations in the future rates of interest, the Sub- 
Committee consider that a reduction in the total interest of about 
RM 100 millions to RM 600—RM 725 million seems reasonable. 

Summarizing, therefore, the results of the Sub-Committee’s de- 
liberations on this subject and taking into full account all reser- 
vations previously made, the gross service of German foreign 
debt for the year 1932 could be tentatively estimated as follows: 

A. Long-term debt 


(1) Foreign currency bonds 


(a) amortization* » « «+ 250—z290 
(b) interest » « « « « 420—530 670—820 
(2) Long-term debts not issued publicly .. 156 
(3) German internal bonds .... . 24 
(4) Shares, participations, real estate, etc. 150 
B. Short-term’ @bt. 0s OP ew tl le OD 


Total 1,600—1,850 


*Including an amount of 110 million reichsmarks for payment in full of two 
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This report concerns only German payments and does not con- 
sider German receipts from interest, etc. on their investments 
abroad, which will be the subject of a later report. 


ANNEX III 


REPORT OF THE SUB-COMMITTEE REGARDING GERMAN ASSETS 
ABROAD 


I. 


Whereas the first Report of the Sub-Committee related to in- 
terest and amortization payments on the German debt, the present 
Report deals with the foreign investments of Germany and the 
income which Germany derives from them. For these purposes 
no direct statistics exist and, owing to the absolute impossibility 
of determining exactly the volume of German assets abroad, the 
Sub-Committee feels itself obliged to formulate the necessary re- 
servations in regard to the accuracy of the estimates contained in 
the present Report. 

The Sub-Committee nevertheless attempted in the first instance 
to form a direct estimate of the volume of these assets, but en- 
countered insurmountable obstacles, in the almost complete absence 
of data on which to work. It was compelled to recognize that cer- 
tain elements are entirely beyond the bounds of its investigations 
and that, generally speaking, the figures on which its discussions 
were based allow of a wide margin of error. 


IT, 


The Sub-Committee therefore endeavored to reach some result 
by taking as a starting point the increase of RM 6 milliards in the 
volume of Germany’s international indebtedness over the estimates 
furnished in August 1931, and have tried to determine to what 
extent a similar figure must appear in the volume of Germany’s 
foreign assets. 


III. 


The new figure of the German debt need not necessarily imply 
a corresponding increase in German assets abroad. 
There are, indeed, certain conjectures that offer a theoretical 
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explanation of the present difference between the balance of in- 

debtedness and the result of the various balances of payments of 

the previous years. But it is evidently impossible to state in 
figures, even approximately, the practical consequences of these 
onjectures. 

1) Previous estimates of Germany’s net claim on foreign coun- 
tries have been computed from a base figure of RM 2.9 mil- 
liards as at the end of 1923. Assuming that in that year 
Germany’s foreign debt was in fact greater, this alone would 
provide an explanation for a portion of the present difference. 

(2) Assuming that the statistics of the balance of payments for 
1924 to 1930 contain only errors insignificant in amount but 
tending in the same direction, a further portion of the differ- 
ence could also be explained in this way. Obviously, minor 
errors continuing over a period of years would amount in the 
aggregate to a substantial total. 

Such statistics are always subject to error; for instance, the 
coefficients of adjustment applied by the Statistische Reich- 
samt to German foreign trade figures for the years 1924— 
1927 may not have been quite correct. 

(3) Further, the subsequent emigration of Germans, who had al- 
ready invested their capital abroad during the years under 
consideration, may create a difference between capital exports 
as deduced from the balance of payments and the present 
total of foreign property. 

In so far as the difference of RM 6 milliards cannot be explained 
by the above mentioned items, the conclusion seems, of course, that 
Germany’s foreign property must be greater than was assumed in 
August 1931. The Sub-Committee was not, however, in a position 
to estimate the total amount which should be included under this 


( 


head. 
IV. 

The Sub-Committee has nevertheless attempted to obtain at 
least an idea of the magnitude of some part of Germany’s foreign 
property. 

(1) So far as Germany’s long-term investments are concerned, 
a total for this item of RM 5 milliards has been tentatively 
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suggested. This total, the result of calculations and inquiries 
by German institutions, may be incomplete. No means exist 
indeed for assessing the full amount of foreign bonds in the 
hands of German nationals. 

Such Bonds and Shares as are included in the German total 
have been taken at their nominal value. For real estate, par- 
ticipations and so forth, the value of 1929 has been taken 
owing to the lack of later information. 


The short-term claims of Germany are even more difficult to 
assess. The lengthy terms which Germany has extended in 
respect of her exports has resulted in the building up of con- 
siderable claims abroad. On the basis of an average monthly 
exportation of RM 800 millions and average credit terms of 
3 months these credits might be estimated to amount to about 
RM 2.4 milliards. The Sub-Committee would nevertheless 
point out that, in view of the fact that the German exporters 
have been led lately to increase the length of their credits, an 
average of three months might possibly be too low. For in- 
stance, the Russian credits with State guarantee extend up to 
12 to 18 months on the average. 


At the end of July foreign claims by the Reichsbank and Ger- 
man banks were computed at RM 1.3 milliard. By November 
this total had fallen to 1 milliard. A deduction has, however, 
to be made from these totals because part of the foreign claims 
of German banks is already included in the estimate for com- 
modity credits. It has been stated that this deduction should 
amount to RM 300 millions, thus reducing the figures to RM 1 
milliard and .7 milliard respectively. 


For the above three items, therefore, aggregate nominal amounts 


of RM 8.4 milliards (July) and 8.1 milliards (November) are ob- 
tained; but the Sub-Committee is convinced that, due to the im- 
portant capital emigration which has taken place recently, these 
totals must be considerably increased. In the absence of evidence 
of any kind, it is unable to give an estimate. 


It is accordingly not possible to provide an estimate for the 


total property owned by Germany abroad. 
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V. 


The Sub-Committee was also asked to inquire into the amount 
of interest which Germany might expect to receive during the year 
1932. Clearly this second problem is closely connected with the 
first and the Sub-Committee has found it impossible to provide a 
satisfactory solution. 


(1) If an amount of RM 5 milliards is taken for long-term assets 
at an average rate of 3—4 per cent, the yield from such in- 
vestments would amount to from RM 150—-RM 200 millions. 


2) For commodity credits no specific income from interest can 
be estimated; interest on capital of this kind being generally 
included in the price of the commodities and so in the balance 
of trade. Russian credits, however, are an exception to this 
rule and the Sub-Committee has accordingly included an item 
of about RM 50 millions. 


(3) For the foreign claims of the Reichsbank and private banks 
RM 30 millions has been taken as a reasonable figure for 
interest. 

These items together give interest receipts totalling RM 230 
-—280 millions. 


For the calculation of interest on other German capital, so far as 
this is not included under the above headings, the Sub-Committee, 
as already explained, has no computation of the capital involved 
on which to base its estimates. Nor is information available as 
to the rate of interest on this capital or to what extent that 
interest finds its way to Germany. 

The conclusion was finally reached that for 1932 German in- 
terest receipts on foreign investments might be put in round 
figures at between RM 300-400 millions. 

Obviously the Sub-Committee is not expected to express an 
opinion as to future economic conditions or to say what the rates 
of interest are likely to be in 1932. Conclusions which have been 
drawn take account of present conditions only and should be ac- 
cepted with reserve in view of the prevailing economic instability. 
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ANNEX IV 


REPORT OF THE SUB-COMMITTEE ON THE GERMAN BuDGET 


The Sub-Committee was appointed to consider, with the assis- 
tance of the German experts, the situation of the German budget. 
The Sub-Committee, while devoting its attention primarily to the 
present state of the budget, has not failed to consider the broad 
lines of the development of the budget in the past, in order to be 
in a position to understand the causes which have led to the 
present serious financial difficulties of the German Reich. 

In particular, the Sub-Committee has considered the develop- 
ment of the total expenditure not only of the Reich, but also of 
the Federal States and Municipalities, and has paid special atten- 
tion to the expenditure of these bodies on housing, education and 
social welfare. 


Total Expenditure of Public Authorities in Germany 


In dealing with the development of the total expenditure of 
German public authorities, the Sub-Committee was unable to take 
its inquiries up to the year 1931, since exact figures are not yet 

tilable for the expenditure of the Communes in 1931. The Sub- 
Committee noted that the total gross expenditure of German pub- 
lic bodies increased between the financial years 1926 and 1930 
from approximately RM 17,200 millions to approximately RM 
20,963 millions, an increase of 3,763 millions. This increase was 
not spread equally over the intervening years, but was particularly 
sharp in the year 1928. This was due to the increase of salaries 
granted to public servants by the law regarding salaries of 1927, 
which the German experts estimated led to a total annual increase 
of RM 1,500 millions. It was pointed out that since 1925 there 
had been a steady increase in the level of wages in Germany from 
the low point at which they stood after the inflation. No corre- 
sponding increase of salaries had taken place, and therefore in 
1927 the German Government felt itself obliged to adjust salaries 
to wages with the result that, generally speaking, the lower classes 
of officials had their real income restored to approximately the 
1913 level, while the higher classes (with certain exceptions) re- 
mained well below that level. Now, however, as a result of recent 
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emergency decrees, the increase of salaries made in 1927 has been 
more than cancelled, and salaries will now be on a lower level 
than they were before the increase. 

The remaining principal causes of the increase of RM 3,700 mil- 
lions are to be found under the heads of “Education,” “Social 
Welfare,” “External War Burdens,” and “Trade and Commerce.” 
The increase in expenditure on “Education” is principally—though 
not entirely—due to the higher level of salaries; that in “Social 
Welfare” to expenditure of unemployment relief, while the in- 
crease in expenditure of “Trade and Commerce” represents the as- 
sistance which the German Government has found itself forced 
to give to agriculture, communications and industry. These items 
must necessarily be enhanced by the development of the crisis and 
will show a further increase in the current year. 

No explanation is needed of the increase in external war 
burdens. 

Thus the following items account roughly for the total increase 
of RM 3,700 millions: 


RM 
Increased expenditure on salaries since 1927 . 1,500 millions 
Increased expenditure on unemployment . . 1,000 
Increased expenditure on external war burdens 500 


ee «+ 6 oe ee Oe 700 


The Sub-Committee wishes to draw attention to the fact that of 
this increase of expenditure of RM 3,700 millions an amount of 
RM 1,600 millions is for account of the Reich and RM 2,100 
millions for account of the States and Communes. 

In connection with the revenue side of the budget the Sub- 
Committee observes that during the years 1926/27—1928/29, years 
of industrial and commercial prosperity, the fiscal revenues de- 
veloped from RM 11,675 to RM 14,298 millions, showing a total 
increase of about RM 2,600 millions. 

This development, during the period of expansion, was followed 
by a drop since 1929/30, which would have been almost as rapid 
except for the fact that tax increases almost equalling previous 
reductions were on several occasions introduced. 
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The Relation Between Reich and Local Authorities 


The Sub-Committee nevertheless felt that some part at least 
of the increase in the total expenditure of public authorities in 
Germany had arisen from the fact that the financial relations 
between the Reich, the Federal States and the Communes per- 
mitted the latter in particular to embark upon additional activities 
which were paid from out of the share of taxes levied by the 
Reich but transferred on a percentage basis to the States and 
Communes. As the yield of these taxes rose in times of prosperity, 
money flowed into the coffers of the Communes, and part of their 
present difficulty is due to the fact that their receipts from these 
sources have now fallen off while their expenditure cannot be 
easily or quickly reduced to correspond. The amount of taxes 
transferred by the Reich in this way to other public authorities 
rose from RM 2,620 millions in 1926 to a maximum of RM 3,412 
millions in 1928, and subsequently declined to RM 3,050 millions 
in 1930 and to RM 2,321 millions in 1931. This has forced the 
Communes to radical measures of economy, but even these have 
not proved wholly sufficient and some recourse to the funds of the 
Central Government has been necessary during 1931. An improve- 
ment has, however, been effected by the recent emergency decrees 
of the German Government under which the municipalities have 
the power, and in certain circumstances the obligation, to levy ad- 
ditional taxes for themselves. These include a poll tax, a local 
beer tax and a tax on beverages, the unpopularity of which acts 
as a powerful further stimulant upon the municipal authorities 
to effect economies in their budgets. 


Education 


As regards expenditure on education, which rose from RM 2,167 
millions (net) in 1926/27 to RM 2,733 millions (net) in 1930/31, 
the Sub-Committee took note of the fact that the increase was 
principally due to the increase in the level of salaries of school 
teachers, etc. It was nevertheless pointed out that expenditure per 
head on education was considerably above the level of certain 
countries in Western Europe, although practically equivalent to 
that in other countries. 
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The Sub-Committee was, however, informed that expenditure 
on education in Germany will show a considerable decrease in the 
current year as a result of the lowering of salaries and other 
measures taken by the German authorities. 


Housing 


As regards expenditure on housing, which rose from RM &61 
millions (net) in 1926/27 to RM 918 millions (net) in 1930/31, 
the Sub-Committee received an explanation of the system by which 
funds for housing are provided in Germany from public monies, 
The principal source is the tax on house rents, which was created 
in 1924 after the inflation, during which house property had re- 
tained the greater part of its value while investments expressed 
in money had been largely rendered worthless. 

This tax was devoted, partly to the general financial needs of 
the Federal States and the Communes, and partly to filling up the 
existing housing shortage. Since different arrangements were made 
in the various States for carrying out this scheme, no brief state- 
ment can be made of the allocation of the tax on house rents, but 
roughly speaking, 50 per cent was devoted to housing purposes. 

The authorities responsible were in most cases the Communes, 
who have frequently acted through public utility companies, of 
which they themselves may be the owners. Generally mortgages 
are only granted out of funds arising from the house rents tax 
when cover for the total sum required to carry out the building 
is assured. That is to say, the funds provided by the owner of 
the building himself and supplemented by a mortgage from a build- 
ing society are completed by a mortgage granted from the proceeds 
of the house rents tax. Strict provisions are laid down as to the 
type of house which may be built with such funds and as to the 
retention of a charge on the site until the mortgage is paid off. 

The document circulated by the German Delegation on “Ger- 
man Housing during the Post-War Period” gives in considerable 
detail the extent of building activity, the method of financing and 
the amount of public funds involved in such financing. The Sub- 
Committee noted that the greater part of the money spent on 
housing has been raised by taxation. A certain amount of the 
money spent on housing has, however, been raised by loans and 
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the document referred to showed that this amounts to approxi- 
mately 25 per cent of the amount spent by public authorities in 
the year 1928. This proportion is stated to have been generally 
applicable so that it appears that the outstanding liability of public 
bodies in respect of housing may for the years 1926/27 to 1930/31 
be in the neighborhood of RM 2,000 millions. Out of the total 
of 306,000 houses erected in the calendar year 1930, 240,000 have 
been erected with some sort of assistance from public funds. 


Development of Public Debt 


In this connection, the German member of the Sub-Committee 
supplied the following table showing the development in the last 
three years of the total debt of all public authorities in the Reich: 


Federal States| Communes 
including and Total Public 


Totz Reicl were re 7 
Total at Reich Hansa towns | Associations | Administration 
of Communes 





(000,000’s omitted) 


moa, 1098 ... 7,130.7 1,693.2 5:774-7 | 14,598.6 
eS ae 8,228.5 2,201.4 7,729.3 18,159.2 
31. 3. 1930 9,629.6 2,590.2 9,098.7 21,318.5 
a S.. 3005 . . | EL,S6a2 2,802.5 9,934.2 24,078.9 





The increase in the public debt has been less marked in each 
year since 1928. (Net increase in the three years: RM 3.6, 3.2 and 
28 milliards.) The credit requirements accumulated after the 
currency stabilization were gradually satisfied and certain tasks 
with high capital requirements devolving upon the public authori- 
ties (e.g. construction .of dwelling houses) were to some extent 
accomplished. On the other hand, the ever growing tension on the 
credit market since the end of 1929 prevented an expansion of the 
debt. 

Of the total increase of RM 9.48 milliards in the years 1928 to 
1931, more thar’ RM 2 milliards were in respect of claims in the 
debt register for war damages and Polish indemnities and of Rep- 
aration loans of the Reich (2/3 of Young Loan), which entailed 
a burden for interest and amortization but brought no new capital 
which could be employed. 
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On March 31, 1931, the debt total was ac- 
cordingly ; Ge 
Including the following items: 
old debts and debts incurred or authorized 
prior to April 1, 1924 . i > “Oe ° 
thus leaving a new debt of approximately . 18.0 . 
Including the following items: 
Dawes and Young Loans, claims in the Debt 
Register in virtue of the Final War 
Damage Law and the decree on damage 


incurred in Poland, etc. . . 3-4 e 
Supply of water, gas and electricity ‘and 

transport undertakings ab. eta ib tie. 5h ae o 
Construction of dwelling houses . . . 2.5 - 
Construction of roads and waterways . . 2.5 ¥ 
Productive unemployment relief, construc- 

tion of hospitals, sanatoria, etc. . . . 1.6 a 


The Sub-Committee notes that out of the total increase of debts 
in the amount of 9.48 milliards, 4.16 milliards were contracted by 
the municipalities from the end of 1928 down to the end of March 


1931. 


The Budgets for 1931 and 1932 


Apart from discussing the points mentioned above, the Sub- 
Committee saw little advantage in inquiring at any length into 
the details of the German Budget prior to the year 1930. Not 
only are these details fully analyzed in the reports of the Agent 
General for Reparation Payments which are familiar to the world, 
but also the estimates appearing in the German budget are now 
framed, owing to the crisis and owing to the measures taken by 
the German Government, under quite different conditions. The 
figures supplied by the German Delegation show that the effect of 
the economic crisis quickly showed itself in the revenue receipts 
of the German budget, and that falling off in revenue became 
progressively more pronounced until, at the present time, it has 
assumed catastrophic proportions. This is well indicated by the 
fact that the yield from the assessed Income Tax, which in 1929 
amounted to RM 1,440 millions, will fall in the current year to 
below RM 1 milliard, while for 1932 it can only be estimated at 
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RM 700 millions. This means a decline of over 50 per cent since 
1929. Similarly, the Corporation Tax which yielded 560 millions 
in 1929, is estimated to produce only RM 300 millions in 1931, and 
only RM 120 millions in 1932, representing a decline of nearly 
§0 per cent. Although the German Government has resorted to a 
series of emergency measures to increase taxation, they have been 
entirely unable to produce sufficient revenue to meet normal expen- 
diture, which has, therefore, had to undergo sweeping reductions. 
So far as the Reich is concerned, expenditure on all objects other 
than service of the debt, transfers to the Federal States, External 
War burdens and emergency relief has been reduced from 1929 
to 1931 from RM 4,780 millions to RM 4,150 millions, i.e. a re- 
duction of 13 per cent. Measures similar in character have been 
taken by the Federal States and by the Communes. The latter 
have been empowered to make reductions, and in any cases where 
this power has not been taken advantage of, the competent higher 
authority steps in to see that the necessary measures are taken. 
Part of the economies effected have, however, been offset by the 
increased cost of unemployment relief due to the growth of un- 
employment in the last two years. It has been possible to effect 
considerable economies in this sphere by reducing the average 
monthly benefit paid to the unemployed, which, from a former 
average of RM 80.93 has fallen to RM 63.86 in 1931. Expendi- 
ture under the emergency relief system which averaged RM 71 a 
month has dropped to RM 60.75, while welfare relief payable by 
the Communes—varying according to the locality—may be 
estimated probably in the neighborhood of RM 50. 

In the opinion of the Sub-Committee the above figures show 
very clearly the ruthless economy which the falling off in revenue 
has compelled the German Government to exercise in all classes 
of its expenditure. 

The Sub-Committee thereafter turned to an examination of the 
sketch budgets for the years 1931 and 1932 which had been cir- 
culated by the German Delegation and explained by Count Schwer- 
in von Krosigk to the main Committee. The Sub-Committee 
analyzed the figures contained in these sketch budgets in some 
detail. 

Taking first the sketch budget for 1932 as it has been framed 
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by the German Delegation and which, at the request of the experts, 
does not contain any item of expenditure which is or might be the 
consequence of payment of reparations, the Sub-Committee noted 
that the principal measure introduced by the emergency decree 
of December 8th on the revenue side was an increase in the 
Turnover tax from 0.85 per cent to 2 per cent, i.e. an increase of 
over 130 per cent. The yield of the tax had, however, been in- 
creased only by 100 per cent. The German Finance Ministry had 
thus allowed for a falling off in the theoretically increased yield 
of 14 per cent. Since, however, the recent emergency decree also 
contemplates a general reduction in the price level of 10 per cent, 
the theoretical reduction in yield may not be much more than 
5% per cent. 

The Sub-Committee then turned to an examination of the esti- 
mates of revenue for the fiscal year 1932. 

Under full reserve of the difficulty of giving exact estimates in 
present conditions, the German member of the Sub-Committee 
presented certain figures which proved that, against an increase 
of certain taxes (mainly the increased turnover tax), others 
showed a decrease in yield which was about equal to the estimated 
increases. 

The Sub-Committee felt unable, with the knowledge at their 
disposal, to criticize the estimates prepared by the German taxa- 
tion experts. Nevertheless, they formed the opinion that the fig- 
ures before them could not be considered as showing the situation 
in an unduly pessimistic light. As far as some sources of revenue 
are concerned there seems to be even serious reason to fear that 
the estimated figure will not be reached. 

Turning to the estimates of expenditure, the German member 
of the Sub-Committee explained that internal war charges would 
be reduced in 1932 because the recipients of war pensions were 
fewer in numbers and because under recent decrees the rates of 
payments had been reduced. Expenditure on personnel was re- 
duced as an effect of the new emergency decree. Miscellaneous 
expenditure maintained the reduction effected for the present year 
under recent emergency decrees, and it was doubtful whether this 
hope would be realized even though the fall in prices would give 
some assistance. 
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As regards social charges, the German member of the Sub- 
Committee referred to the explanations he had already given to the 
main Committee as to the danger of reducing the amounts paid for 
unemployment and poor relief, and showed that it was incumbent 
upon the Reich to provide those municipalities which were partic- 
ularly hard hit by the present crisis with some assistance towards 
meeting their obligations in this respect. He doubted whether the 
figure shown in the sketch budget for 1932 would, in fact, be 
sufficient in view of the continuance of the crisis. 

The Sub-Committee devoted special attention to the item for 
the public debt. As had been explained in the main Committee, 
the figure of RM 1,420 millions for 1932 contains approximately 
RM 870 millions, which will go in the reduction of debt. RM 420 
millions of this represents the legal sinking fund. A further RM 
350 millions represents the amount necessary to cover the deficit 
remaining from 1930 which had risen solely on the ordinary budget 
and, in accordance not only with the Fundamental Budget Law of 
Germany but also in accordance with all principles of sound public 
finance, should be covered without delay. The remaining RM 100 
millions is in respect of Treasury bonds maturing in 1932. 

It was pointed out to the Sub-Committee that the repayment of 
this amount of debt during a year of severe crisis represented a 
very heavy burden on the German budget. Should these figures be 
fulfilled, approximately one-half of the floating debt would be re- 
paid and one-eleventh of the total debt of the Reich. While this 
consideration was fully appreciated by the German member of the 
Sub-Committee, he pointed out that the situation of Germany was 
that the budget had exhausted its last resource; should the esti- 
mates of taxation prove optimistic or should expenditure have to 
be incurred in excess of that shown, the German Government 
would have no recourse save to call upon the amounts included for 
the reduction of debt, i.e. to incur a further deficit. 

Without expressing a definite opinion as to the figure included 
in the sketch budget for 1932 for redemption of floating debt, 
which figure, amounting to RM 870 millions, as compared with 
the total debt of the Reich, seems very considerable, the Sub- 
Committee could not but feel, having regard to the alarming in- 
crease of the total public debt of Germany shown in the figures 
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given above, that it is vital for the German Government to pursue 
the firmest possible policy of debt reduction, in order that the 
burden of debt may not become insupportable, and they consider 
that the German Government would not be justified unless it 


included in the Budget a substantial provision for this purpose. : 
The Sub-Committee has not felt it its duty to offer an opinion ‘ 

as to the probability or otherwise of the estimates laid before them 

with all reserve on behalf of the German Delegation. They 

consider that the course of the German Budget during the last ' 

two years has shown how the progressive deterioration in the ) 

economic life of Germany has led in due course to a falling off in | 


revenue, which has in time become catastrophic. The Sub- 
Committee has no opinion as to the probability or otherwise of an 
early reversal of the present downward movement in business ac- 
tivity, not only in Germany but in the whole world. They wish 
to do no more than point out that unless this movement is reversed 
there can be no hope of a recovery in the Budget situation, and 
that even if a speedy reversal should take place, it must be some 
time before the Budget will benefit therefrom and return once 
more to a sound basis. 


ANNEX V 
REPORT OF THE SUB-COMMITTEE ON THE REICHSBAHN 


The Sub-Committee has examined the position of the German 
Railway Company, as shown by the information furnished by the 
German Delegation. During the years 1925 to 1930, the operating 
receipts and payments of the Reichsbahn were as follows: 


Year 1925 | 1926 





1927 | 1928 1929 | 1930 


Receipts 


| 
| In millions of Reichsmarks 
Payments 


4,669 | 4,540 | 5,039 | 5,159 | 5,353 | 4,570 
3,974 | 3,680 | 4,158 | 4,204 | 4,493 | 4,090 





Excess of receipts over 
payments ae 694 860 880 864 860 480 











Working coefficient 85.1 81.- 82.5 83.2 83.9 89.5 
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The above comparison shows that, after payments had been 
met, operating receipts in each of the years from 1925 to 1929 left 
asurplus well in excess of the reparation tax of 660 millions. The 
average amount of the surplus was 833 millions. During the period 
in question receipts rose progressively from 4,669 millions to 5,353 
millions, representing an average increase of 171 millions, or 3.5 
per cent per annum. 

During 1930 the world economic crisis found expression in a 
marked decline in traffic and in receipts, which fell 5.5 per cent 
in the case of passenger traffic and 18 per cent in the case of 
goods traffic, the total drop being 783 millions, or 14.6 per cent. 
Operating payments were energetically curtailed and were re- 
duced by 403 millions. The surplus of receipts over payments 
nevertheless fell to 480 millions, being thus 180 millions short of 
the sum required to cover the reparation tax. 

In 1931 the economic crisis has become still more intense and 
receipts are expected to fall to 3,860 millions, being a further 
diminution of 710 millions, or 15.8 per cent. By comparison with 
1929, therefore, the decline in receipts in 1931 will probably ag- 
gregate 134 milliards, or 28 per cent. In view of this marked 
drop in traffic, the Reichsbahn has naturally had to reduce expen- 
diture in every possible way. Its representatives have explained 
that the economies realized in 1931 are estimated at 18 per cent 
of the expenditure total. They relate both to the program of 
works and new orders and to the expenditure on personnel. The 
staff has been reduced by 30,000 in 1931 as compared with 1930. 
Today it numbers 6 per cent less than before the war and 42 per 
cent less than in 1919, when the personnel total was, it is true, 
unduly inflated. 

In short, operating receipts in 1931 are estimated at 3,860 mil- 
lions and payments at 3,682 millions, leaving a surplus of receipts 
over payments in the amount of 178 millions. 

The reparation payments of the Company have been influenced 
as follows by the putting into force of the Hoover Plan on July 1st 
last. 

The Company paid the annual tax during the first half of the 
year, making 330 millions. Since then, the Hoover Plan, while 
considerably easing the cash position of the Reichsbahn, has not 
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released it from its reparation charges. In application of the 
Plan, the Reich pays 51 millions to the Bank for International 
Settlements on the 15th of each month. On the same date the 
Bank pays a sum of approximately 45 millions to the Reichsbahn. 
In exchange, the Reichsbahn has to hand over certificates of 
indebtedness by which it undertakes to repay the loan in ten equal 
annuities, as from July 1, 1933. The Company does not retain 
the countervalue of the 45 millions, but refunds them immediately, 
without counterpart, to the Reich. 

For the recording of these transactions, the Company charges 
to its operating account the monthly instalment of 45 millions plus 
a payment of 70 millions for the year, or 35 millions for the sec- 
ond half of 1931, which sum is paid to the Reich as a contribution 
to reparation payments. In 1931 the Company will debit its oper- 
ating account in respect of reparation charges with a total of 
330 + 270 + 35 = 635 millions. 

On the other hand, the Company benefits by the amount of the 
B. I. S. loans which strengthen its cash position and will amount 
to 270 millions in 1931 and a corresponding total for the first half 
of 1932. Allowing for the Company’s contribution of 635 millions 
to reparation payments in 1931, it would appear that the surplus 
of operating receipts over operating payments in the amount of 
178 millions will leave a deficiency of 456 millions. Allowing 
further for the preference share dividend, the service of new debts 
and the writing off of the concession, the deficiency is brought up 
to 567 millions. In order to cover this deficit, it will be necessary 
to draw upon the whole of the legal reserve (450 millions) and 
upon the dividend reserve (76 millions), after which an uncovered 
balance of 42 millions will still remain. 

For 1932 the Company expects a further drop of 310 millions in 
receipts, which are estimated at only 3,550 millions. As the Gov- 
ernment of the Reich is at present endeavoring to obtain a general 
lowering of prices, in conformity with the Emergency Decree of 
December 8 last, the Company desired to support the initiative thus 
taken by deciding to reduce goods tariffs by some 300 millions 
per annum, or 13 per cent. The reductions apply in part as from 
December 16, 1931. It must be observed that the measure in ques- 
tion is a very daring venture, the object of which is to help bring 
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about a general economic revival. A reduction of transport tariffs 
in this way is quite exceptional under present circumstances, when 
the railways of many countries are demanding the increases in 
rates which are required in order to balance their budgets. 

On the other hand, the Reichsbahn anticipates that cuts in wages 
and in the price of materials will entail a reduction in its expen- 
diture which is put at 200 millions for the personnel alone. In the 
aggregate, the Company estimates its operating expenditure for 
1932 at 3,298 millions. The surplus of receipts over payments 
would then be 252 millions. Allowing during the first half year 
only for the reparation contribution amounting, as explained above, 
to 305 millions, there remains a deficiency of 53 millions without 
provision for any reparation payment in the second half of 1932. 
It must also be noted that the 270 millions are returned to the 
Company by the B. I. S. in the form of a loan repayable in ten 
years. 

In order to reply to a question asked in committee, we give 
below a comparison of the working coefficients obtained during 
the last few years and in 1913 by the Reichsbahn and some other 
railway administrations. These coefficients represent, of course, 
the percentage of receipts which is devoted to operating payments, 
the surplus being available as cover for capital charges. 


Working Coefficients 








Year 1913 1929 1930 
VE ee ere ae 72.1 83.9 89.5 
Belgium ue Sth as ea 72.- 86.5 90.9 
Italy . . rr 96.— 87.2 88.7 
France . : =a, oe eS 65.- 78.7 88.3 
Great Britain... . it 4 63.5 78.4 80.8 


This table shows that the working coefficients of the Reichsbahn 
and of the other railways have varied from year to year under 
very comparable conditions. 


Capital Charges 


According to the position as worked out for the end of 1931, 
the total financial commitments, capital and loans, of the German 
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Railway Company amount to 2.5 milliard reichsmarks in round 
figures. Among the principal items in this total are the preference 
shares issued for the present to an amount of 1,081 million reichs- 
marks and the Young Loan at present totalling 288.5 million 
reichsmarks; there is further included the whole of the loan of 
540 millions granted to the Company by the B. I. S., to which 
reference has already been made. 


Conclusions 


After examining the figures furnished by the German Delega- 
tion, which have been summarized above, the Sub-Committee has 
reached the following conclusions: 

The results obtained by the Reichsbahn may be classified under 
three heads, according to the periods to which they relate: the 
years 1925 to 1920, the years 1930 and 1931, and the year 1932. 
The figures for 1925 to 1929 show that during this period the 
annual average excess of operating receipts over payments 
amounted to 833 million marks, thus enabling the Reichsbahn to 
meet the contribution of 660 millions for which it is liable. 

It might be argued that, from the standpoint of the Reichsbahn, 
these years were not entirely normal, since writings off and re- 
placements were not carried beyond a certain limit, precisely with 
a view to enabling the Reichsbahn to make its contribution. But 
it should be noted in this connection that earnings were well in 
excess of the contribution, and further that the working coefficient, 
thanks to which the earnings were obtained, varied during the 
years in question between 81 and 85 per cent, a figure comparable 
with that of the principal railway systems during the same period. 

In 1930, under the influence of the world economic crisis, re- 
ceipts dropped by 14.6 per cent. The operating surplus fell to 
480 millions. To meet its reparation and other annual charges 
the Company was obliged to draw upon the balance brought for- 
ward from the previous account. In that year the working co- 
efficient rose to 89.5 per cent and a similar increase is to be noted 
in the coefficients of other countries. 

In 1931 the economic crisis became still more acute. The de- 
cline of receipts in two years amounts to 1.5 milliards, or 28 per 
cent. To meet its charges the Company is compelled to have re- 
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course to its reserves. It must be pointed out that these charges 
include the reparation payments, which, in conformity with the 
Hoover Plan and the London Protocol, are in fact returned to the 
Company in the form of loans repayable in ten years as from 1933. 

It appears that in 1932—after allowing for the decline of re- 
ceipts and payments which is likely to arise from the general crisis 
and the measures recently enacted in Germany for the lowering of 
tarifis and expenditure—it will not be possible to balance the 
Company’s budget. . 

What will the position of the Reichsbahn be in 1932 and in sub- 
sequent years? The question was not submittted to the Committee, 
which would in any case have been unable to find the answer. 
Obviously the financial results will depend upon the development 
of the economic crisis, its duration and intensity, and also upon 
the measures which the Company elects to adopt in respect of 
tariffs and expenditure. In Germany, as in other countries, expe- 
rience has shown how sensitive the budgets of the railways are 
to changes in the general economic situation, the marked recovery 
in Germany in 1925 being a characteristic example. 

Nevertheless, the figures cited above, together with the facts 
ascertained and the comparisons made by the experts, would ap- 
pear tu us to suggest that, once Germany and the world at large 
have recovered their balance and returned to something like the 
economic conditions which we are accustomed to regard as normal, 
the Reichsbahn (fundamentally a sound undertaking) will be able 
in future years if managed on a commercial basis to yield a net 
operating surplus comparable with that earned by other big foreign 


railway systems. 
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International Conciliation appeared under the imprint of the Ameri- 
can Association for International Conciliation, No. 1, April, 1907 to 
No. 199, June, 1924. These documents present the views of distin- 
guished leaders of opinion of many countries on vital international 
problems and reproduce the texts of official treaties, diplomatic corre- 
spondence and draft plans for international projects such as the Perma- 
nent Court of International Justice. The most recent publications are 
listed below. A complete list will be sent upon application to Inter- 
national Conciliation, 405 West 117th Street, New York City. 

269. Studies in World Economy. No. m1. The International Trade 
of Manchuria, by Dr. Herbert Feis, Member of the Research 
Staff of the Council on Foreign Relations. 

April, 1931. 
270. Europe as I See It Today, by William Martin of the Journal de 
Genéve. Translated from the French. 
May, 1931. 
271. Studies in World Economy. No. 1v. International Competition in 
the Trade of Argentina, by Roswell C. McCrea, Thurman W. 
Van Metre, and George Jackson Eder. 
June, 1931. 

SpreciaL Buiietin. Inauguration of the Institute of German Studies 
at the University of Paris: Addresses of M. Raymond Poincaré 
and M. Henri Lichtenberger. Translated from Revue Inter 
nationale de l’Enseignement, April 15, 1931. 

June, 1931. Out of fone 
. Changes in the Legal Structure of the British Commonwealth of 

Nations, by Robert A. MacKay, Eric Dennis Memorial Professor 
of Government, Dalhousie University. 

September, 1931. 

. The United States and the Permanent Court of International 

Justice: The Acceptance of the Senate Reservations, by Philip 
C. Jessup; The Documentary Record of the Negotiations for 
the Accession of the United States to the Court. 

October, 1931. 

74. The Cooperation of the United States with the League of Nations, 
and with the International Labour Organization, by Ursula P. 
Hubbard, Member of the Staff of the Division of Intercourse and 
Education of the Carnegie Endowment. 

November, 1931. 

275. Text of the Draft Convention for the Disarmament Conference. 

Reprinted from League of Nations Document C. 687. M. 288. 

1930, IX. [C.P.D. 292 (2).] 

December, 1931. 

SpeciaL Butietin. Proceedings of Public Mass Meetings, in New York 
City and Washington, D. C., Armistice Day, November 11, 1931, 
to Prepare for the Disarmament Conference to be held in 
Geneva, February, 1932. 

December, 1931. 

76. What Follows the Pact of Paris? by John B. Whitton, Associate 

Professor of International Law, Princeton University. 
January, 1932. 

77. Judicial World Organization: A Way of Escape from War, by 
Raymond B. Fosdick; The World Court Settles the Question, 
by John W. Davis. 

February, 1932. 

278. International Commissions of Inquiry and Conciliation, by Nor- 
man L. Hill, Associate Professor of Political Science, University 
of Nebraska. 

March, 1932. 

279. The Present Economic State of Germany. Some Conclusions of a 
Study Completed under the Auspices of the German Research 
Union, by Grelsstars Erwin von Beckerath, M. J. Bonn, Karl 
Diehl, Walther Lotz, Max Sering, and Kurt Wiedenfeld. 

April, 1932. 

So. Efforts toward Credit Stabilization in Germany. Texts of the 
Basle Standstill Agreement of August 18, 1931; of the Berlin 
Standstill Agreement of January 23, 1932; and of the Report 
of the Special Advisory Committee, Issued at Basle on Decem- 
ber 23, 1931. 

May, 1932. 
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